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PART I

Items 1. and 2. BUSINESS and PROPERTIES

TXU CORP. AND SUBSIDIARIES

In May 2000, Texas Utilities Company changed its corporate name to TXU Corp. TXU Corp. is a Texas
corporation which was formed in 1997 as a holding company. TXU Corp. is the successor to TXU Energy
Industries Company (TEI), the holding company for the TXU system prior to the August 5, 1997 acquisition of
TXU Gas Company. TEI was organized in 1945.

TXU Corp. engages in the generation, purchase, transmission, distribution and sale of electricity; the
purchase, transmission, distribution and sale of natural gas; and energy marketing, energy services,
telecommunications and other businesses. TXU Corp. is a multinational energy services holding company and
one of the largest energy services companies in the world with more than $22 billion in revenue and $45 billion
of assets. TXU Corp. has 30,000 megawatts of power generation and sells 270 terawatt hours of electricity and
2 trillion cubic feet of natural gas annually. TXU Corp. delivers or sells energy to approximately 11 million
customers primarily in the United States (US), Europe and Australia. At December 31, 2000, TXU Corp. and its
subsidiaries had 16,540 full-time employees.

Subsidiaries —
TXU Corp.’s principal subsidiaries are:

e TXU Electric Company (TXU Electric) — an electric utility company engaged in the generation, purchase,
transmission, distribution and sale of electric energy in the north-central, eastern and western parts of Texas.
TXU Electric is the largest subsidiary of TXU Corp. and one of the largest electric utilities in the US. TXU
Electric operates 23 generating stations, 18 of them fueled by gas and oil, 4 by lignite, and 1 by nuclear fuel,
and provides electricity service to 92 counties and 370 incorporated cities in Texas.

e TXU Gas Company (TXU Gas) — an integrated company engaged in the purchase, transmission,
distribution and sale of natural gas in the north-central, eastern and western parts of Texas and wholesale
and retail marketing of natural gas and electricity throughout the United States and parts of Canada.
Divisions of TXU Gas include TXU Lone Star Pipeline, owner and operator of interconnected natural gas
transmission and gathering lines, underground storage reservoirs, compressor stations and related properties,
all within Texas, and TXU Gas Distribution, one of the largest gas distribution companies in the United
States and the largest in Texas. TXU Energy Trading Company, a wholly-owned subsidiary of TXU Gas, is
a wholesale and retail marketer of natural gas and electricity throughout the United States and parts of
Canada.

e TXU Europe Limited (TXU Europe) — a holding company for TXU Corp.’s European operations.
Almost all of TXU Europe’s operations in the United Kingdom (UK) and other parts of Europe are
conducted through subsidiaries of TXU Europe Group Plc (TXU Europe Group) including Eastern
Electricity plc (Eastern Electricity). With the recent acquisition of Norweb Energi, TXU Europe now serves
approximately 5.5 million electricity and gas customers in the UK and is the largest supplier (retailer) and
distributor of electricity in England and Wales. Subsidiaries of TXU Europe also include TXU Europe
Power Limited (TXU Europe Power), one of the largest generators of electricity in the UK; Eastern Natural
Gas Limited (Eastern Natural Gas), one of the largest retail suppliers of natural gas in the UK; and TXU
Europe Energy Trading Limited (TXU Europe Energy Trading), an energy trading company that manages
price and volume risks associated with energy related businesses and is now one of the top five energy
traders in the central and Nordic regions of Europe. The distribution network, together with that of London
Electricity, is managed and operated by a joint venture (24seven) with the owners of London Electricity
(EDF London Investments). This joint venture started in April 2000 and serves over 5 million customers.



TXU Australia Holdings (Partnership) Limited Partnership (TXU Australia) — a holding company for
TXU Corp.'s Australian operations. Its principal operating subsidiaries include TXU Electricity Limited
(formerly known as Eastern Energy Limited), which purchases, distributes and retails electricity in the State
of Victoria, Australia, the gas operations of TXU Networks (Gas) Pty. Ltd. (formerly known as Westar Pty.
Ltd.), which distributes natural gas in Victoria, and TXU Pty. Ltd. (formerly known as Kinetik Energy Pty.
Ltd.) which retails natural gas in Victoria. TXU Electricity Limited serves over 517,000 customers in the
state of Victoria, including suburban Melbourne, the second-largest city in Australia. TXU Networks (Gas)
Pty. Ltd. has over 419,000 gas customers. TXU Pty Ltd. is of similar size. TXU Australia also owns the
only underground natural gas storage facilities in Victoria and operates the 1,280 megawatt Torrens Island
power station in Australia.

Other subsidiaries of TXU Corp. are engaged in or support the purchase, transmission, distribution and sale

of electric energy, telecommunications, retail energy services, power development, and other businesses,
including:

TXU SESCO Company (TXU SESCO) — engages in the purchase, transmission, distribution and sale of
electric energy in ten counties in the eastern and central parts of Texas with a population estimated at
127,000;

TXU Fuel Company (TXU Fuel) — owns a natural gas pipeline system; acquires, stores and delivers fuel
gas; and provides other fuel services, at cost, for the generation of electric energy by TXU Electric;

TXU Mining Company (TXU Mining) — owns, leases and operates fuel production facilities for the
surface mining and recovery of lignite, at cost, for the generation of electric energy by TXU Electric and is
one of the largest mining companies in the US;

TXU Energy Services Company (TXU Energy Services) — provides retail energy services. It is an
unregulated company that bundles energy-related products and services for selected market segments; and

TXU Business Services Company (TXU Business Services) — provides financial, accounting, information
technology, environmental, customer, procurement and personnel services and other administrative services,
at cost, to TXU Corp. and its other subsidiaries. TXU Business Services acts as transfer agent, registrar and
dividend paying agent with respect to the common stock and preference stock of TXU Corp., the preferred
stock of TXU Electric and TXU Gas, and of the preferred securities of subsidiary trusts of TXU Corp. and
its subsidiaries, and as agent for participants under TXU Corp.’s Direct Stock Purchase and Dividend
Reinvestment Plan.

TXU Corp. owns a 50% interest in Pinnacle One Partners, L.P. (Pinnacle), a joint venture that owns TXU

Communications Ventures Company (TXU Communications). TXU Communications operates an integrated
telecommunications platform, including an established incumbent local exchange carrier, as well as emerging
integrated communications provider and fiber optic transport businesses primarily in the Texas market. TXU
Communications offers its customers a comprehensive package of telecommunications services, including local,
long distance, internet, web-hosting and development, network and data services, as well as providing fiber
transport services to other carriers. TXU Communications currently has over 181,000 access lines, including
18,000 competitive lines, and owns and operates a state-of-the-art fiber optic network spanning more than 1,100
miles (46,000 route miles).



Mergers and Acquisitions, Dispositions and other changes in the Business

In May 1998, TXU Corp. acquired The Energy Group Plc (TEG), the former holding company of TXU
Europe Group.

In February 1999, TXU Australia acquired from the Government of Victoria, Australia, the gas retail
business of TXU Pty. Ltd. and the gas distribution operations of TXU Networks (Gas) Pty. Ltd. (together, TXU
Australia Gas).

In April 2000, TXU Europe and EDF London Investments plc, a subsidiary of Electricité de France, began
operation of an equally-held joint venture named "24seven", for the management, operation and maintenance of
their subsidiaries' respective electricity distribution networks. TXU Europe accounts for its investment in
24seven by the equity method of accounting. Employees of the joint venturers’ subsidiaries, Eastern Electricity
and London Electricity plc, were transferred to 24seven. The physical distribution system assets, as well as all
operating licenses, continue to be owned separately by Eastern Electricity and London Electricity plc.

In May 2000, TXU Corp. acquired all of the outstanding stock of Fort Bend Communications, Inc. (FBCC)
for approximately $161 million in cash plus liabilities assumed. In August 2000, TXU Corp. formed a joint
venture with other investors by contributing the stock of its telecommunications subsidiaries, including FBCC,
to Pinnacle for a 50% voting interest and a distribution of approximately $600 million in cash. The other
investors contributed $150 million for the remaining 50% voting interest. TXU Corp.’s telecommunications
subsidiaries contributed to the joint venture are no longer consolidated, and TXU Corp.’s investment in the joint
venture is accounted for on the equity method.

In May 2000, a subsidiary of TXU Australia acquired certain assets and liabilities of Optima Energy Pty.
Ltd. (Optima) from the government of South Australia. The purchase included a 100-year capital lease to
operate a 1,280 megawatt natural-gas power generating station at Torrens Island, South Australia. The power
station supplies approximately 28% of South Australia's electricity needs.

In May 2000, TXU Europe sold its metering business in the UK realizing a pre-tax gain of approximately
£29 million ($44 million). In addition, in August 2000, TXU Europe completed the sale of its interest in the
Czech utility, Severomoravska energetika, a.s. (SME), realizing a pre-tax gain of approximately £20 million
($30 million).

In May 2000, TXU Gas sold substantially all of the assets of its natural gas processing subsidiary, TXU
Processing Company, for $105 million resulting in a pre-tax gain of $53 million.

In August 2000, TXU Europe purchased United Utilities plc’s retail energy supply business, Norweb
Energi (a division of Norweb plc). Total consideration, including direct costs of the acquisition, was £340
million ($496 million). The transaction also includes the assumption of certain of Norweb Energi’s obligations,
including its power purchase agreements, which have been integrated into TXU Europe's energy portfolio.

In August 2000, TXU Europe contracted its customer services operation to Vertex Data Science Limited
(Vertex), United Utilities plc's customer services business. Customer services include call centers, billing, credit
management and debt collection. TXU Europe's 1,335 customer services staff transferred to Vertex on
September 1, 2000.

In a series of private transactions since TXU Europe’s withdrawal of its offer in March 2000 to acquire all
shares of Hidroélectrica del Cantabrico, S.A. (Hidrocantabrico) that TXU Europe did not already own, TXU
Europe acquired additional shares in Hidrocantabrico until it holds approximately 19.2% of the outstanding
shares. TXU Europe has preemptive rights over 4.9% of the stock in Hidrocantdbrico currently held by
Electrabel S.A. (Electrabel), an electricity company in Belgium, if Electrabel elects to sell its interests in
Hidrocantabrico to another company during a one year period beginning July 4, 2000. TXU Europe is subject to
a conditional put option by which it can be required to purchase the 10% interest in Hidrocantébrico held by
Electrabel to the extent Electrabel is required to dispose of its holding in Hidrocantabrico by the European



Union or Spanish Competition Authorities during a one year period beginning July 4, 2000. The conditions of
this put option include a reasonable notice period before execution. On January 25, 2001, TXU Europe entered
into a commitment to sell its 19.2% interest in Hidrocantébrico to a consortium led by Electricidade de Portugal
S.A., the Portugese utility company, and Spanish savings bank, Caja de Ahorro de Asturias (Cajastur).
Electricidade de Portugal and Cajastur unconditionally offered €24 ($22.60) per share for 100% of
Hidrocantabrico.

On January 8, 2001, TXU Europe completed the acquisition of 51% of Stadtwerke Kiel AG (Kiel AG), a
German municipal utility, for approximately £145 million ($218 million). At the date of acquisition, Kiel had
sterling equivalent assets of approximately £121 million ($182 million) and liabilities of £82 million ($123

million). The process of determining the fair value of tangible and identifiable intangible assets acquired and
liabilities assumed has not been completed.

On February 1, 2001, TXU Europe announced it had agreed to sell its interest in the North Sea gas fields
for approximately £138 million ($201 million) as part of its efforts to reposition its energy portfolio.

TXU Corp. will pursue potential investment opportunities from time to time when it concludes that such
investments are consistent with its business strategies and will dispose of nonstrategic assets to allow
redeployment of resources into faster growing opportunities in an effort to enhance the long-term return to its
shareholders.

Exchange Rates —
The following exchange rates have been used to convert foreign currency denominated amounts into US

dollars, unless they were determined using exchange rates on the date of a specific event:
Income Statement

Balance Sheet (average for periods

(at December 31,) ended December 31,)
2000 1999 2000 1999 1998
UK pounds sterling (£) $1.4935 $1.6165 $1.5164 $1.6214 $1.6616
Australian dollars (A$) $0.5599 $0.6507 $0.5824 $0.6432 $0.6313
Euro (€) $0.9421 $1.0048 $0.9250 $1.0668 N/A



COMPETITIVE STRATEGY

TXU Corp. has developed a strategy designed to achieve operations of significant scale in selected regions
which optimizes a portfolio of assets, capabilities and customer relationships across multiple products and
services. TXU Corp. plans to enhance its leading position in electric, gas, and related services in Texas; develop
broad-based energy and related businesses in other US regions determined by TXU Corp. to be promising; build
on its substantial, broad-based position in the UK and Australia and its developing position in continental
Europe; and build on customer relationships through retail energy and related services. TXU Corp.’s strategy
involves establishing upstream positions (electric generation through ownership or contracts and gas supply
through producing assets, storage assets or contracts) and downstream retail customer relationships. TXU Corp.
manages and leverages the knowledge and value from these positions through effective portfolio management
and trading capabilities that manage the risk and enhance the value of existing positions while adjusting the
portfolio as needed to address market conditions.

OPERATING SEGMENTS

TXU Corp.’s five reportable operating segments are either strategic business units that offer different
products and services or are geographically integrated. They are managed separately because each business
requires different marketing strategies or is in a different geographic area.

(1) US Electric — operations involving the generation, purchase, transmission, distribution and sale of
electric energy in the north central, eastern and western portions of Texas (primarily TXU Electric, TXU
SESCO, TXU Fuel and TXU Mining operations);

(2) US Gas — operations involving the purchase, transmission, distribution and sale of natural gas in Texas
(primarily TXU Lone Star Pipeline and TXU Gas Distribution);

(3) US Energy - operations involving purchasing and selling natural gas and electricity and providing risk
management and retail energy services for the energy industry throughout the US and parts of Canada (primarily
TXU Energy Trading and TXU Energy Services);

(4) Europe - operations involving the generation, purchase, distribution, marketing and sale of electricity;
the purchase and sale of natural gas; and energy merchant trading; within the UK but increasingly throughout
the rest of Europe (primarily TXU Europe Group pic.);

(5) Australia - operations involving the generation, purchase, distribution, trading and retailing of

electricity and the retailing, storage and distribution of natural gas, primarily in the States of Victoria and South
Australia (primarily TXU Australia); and

Other - non-segment operations consisting of telecommunications and other activities.



US ELECTRIC SEGMENT
GENERAL

US Electric operations are engaged in the generation, purchase, transmission, distribution and sale of
electric energy in the north central, eastern and western portions of Texas. TXU Electric is the principal
operating entity in the US Electric business segment.

Operating Statistics

Years Ended December 31
2000 1999 1998
ELECTRIC ENERGY GENERATED AND PURCHASED
(Gigawatt-hours — GWh)
Generated - net station output..............c.cccovveeeeenen. 96,868 94,575 97,574
Purchased and net interchange. 16,443 12,620 12,205
Net generated and purchased 113,311 107,195 109,779
Company use, losses, and unaccounted for .............cooeueiinnneirinneccrccc e _6.641 _6.647 6,637
Total €lectric ENETZY SALES ........c.cuiriririrreiiiieieieeee et 106,670 100,548 103,142
ELECTRIC ENERGY SALES (GWh)
RESIAENLIAL .......cooviiiiiiiieieieieteeiee ettt esebebenen 38,680 35,612 37,299
COMMETCHAL ..ottt ettt v et se e eserebese s essebessesesseseaseseane 32,308 30,015 29,617
INAUSEIIAL ..ottt s bbb b st b bene 25,307 24,915 25,313
Government and municipal... 7,124 6,640 6,652
Total eneral DUSINESS .........ccccoieveiereriiiiieeerieee ettt ss e sesesevesens 103,419 97,182 98,881
Other €lectric ULIIITIES ......c.ccooveiiieiiieiccieece e 3,251 3.366 4261
Total electric €NergY SAlES .........cocvuvireiececuerereierirrer e eeeeiereseseasnsens 106,670 100,548 103,142
OPERATING REVENUES (millions)
Base rate revenues
RESIAENHIAL ...t $2,232 $2,074 $2,192
COMMETCHAL ...ttt et s s e et be bbb s e e senenesesens 1,439 1,355 1,327
Industrial.........ccccoeveveniniieeniienenen ettt b e st eae 616 587 593
Government and MUNICIPAL...........cceuveeirrireirieerienteesee et seseb e sesesesnes __ 340 _ 326 _ 324
Total ZENETal DUSINESS ...c.coveeuiiiiiiiiiriiriecreeceie ettt sre et st neane 4,627 4,342 4,436
Other €leCtric ULHIILIES .........vvevererieieieietereireeiccs ettt s s eenenenas _ 125 _ 105 _ 121
TOtal DASE TALE TEVEIMUES. .......ecveieeeeeereireeeeeeecreeaeesteeeetereeesseeseeseeseessessessessesesennens 4,752 4,447 4,557
FUCL ..ot et b ettt b ettt a sttt se st sesnenen 2,756 1,688 1,788
TTANSMISSION SEIVICE ..c.euviveuiirieieiiiriictciiiniete sttt nnas 168 148 126
OBRET ..ottt _ 93 1 _70
SUDLOLAL......viiieteeetee ettt es 7,769 6,355 6,541
Earnings in excess of arnings Cap ..........cccocvveeeeeeiereieieienineneneneeeteeenesenenseesseseseeasas _ (10 _ 9 e
Total operating revenues ................cocovevereevennen. $7.459 $6.263 $6.541
ELECTRIC CUSTOMERS (end of year - in thousands)............c.cccceeveneineniincinnninnnnnnn 2,672 2,612 2,544
DEGREE DAYS (average for service area)
Percent of normal:
[07070) V- UV RORSTOTPUUUPO 119% 114% 130%
HEALINEG ......ovviiiiiieicicicietctce ettt bbb n e 95% 70% 89%



Service Area — TXU Electric’s service area is located in the north central, eastern and western parts of
Texas, with a population in excess of 6 million - about one-third of the population of Texas. Electric service is
provided to approximately 2.6 million customers in 92 counties and 370 incorporated municipalities, including
the Dallas-Fort Worth metropolitan area. The area is a diversified commercial and industrial center with
substantial banking, insurance, telecommunications, electronics, aerospace, petrochemical and specialized steel
manufacturing, and automotive and aircraft assembly. The territory served includes major portions of the oil
and gas fields in the Permian Basin and East Texas, as well as substantial farming and ranching sections of the
state.

Electric Industry Restructuring — Legislation was passed during the 1999 session of the Texas
Legislature that will restructure the electric utility industry in Texas (1999 Restructuring Legislation). Among
other matters, the legislation provides that earnings in excess of a regulatory earnings cap, as defined in the 1999
Restructuring Legislation, be used as mitigation (reduction) to the cost of nuclear production assets (see Note 13
to Financial Statements); authorizes competition in the retail and generation markets for electricity beginning
January 1, 2002; provides for the recovery of generation-related regulatory assets, generation-related and
purchased power-related costs that are in excess of market value (stranded costs); requires reductions in nitrogen
oxide (NO,) and sulfur dioxide (SO,) emissions; requires a rate freeze, excluding cost of fuel, for all retail
customers until January 1, 2002 and certain rate reductions for residential and small commercial customers for
up to five years thereafter; and sets certain limits on capacity owned and controlled by power generation
companies. By September 1, 2000, each electric utility was required to separate from its regulated activities its
customer energy services business activities that are otherwise already widely available in the competitive
market. By January 1, 2002, each electric utility must separate (unbundle) its business into the following units: a
power generation company, a retail electric provider (REP) and a transmission and distribution (T&D) company
or separate transmission and distribution companies. A power generation company generates electricity that is
intended to be sold at wholesale. In general, a power generation company may not own a transmission or
distribution facility and may not have a certificated service area. A REP sells electric energy to retail customers
and may not own or operate generation assets. (See Notes 3 and 13 to Financial Statements.)

The 1999 Restructuring Legislation also provides for a Pilot Project (Pilot) to begin limited competition on
June 1, 2001. It allows up to five percent of retail electric customers of electric utilities transitioning to
competition to choose to participate in the Pilot and select a competing REP. Customers are not required to
participate in the Pilot, but will elect to participate through an application process established by the Public
Utility Commission of Texas (PUC). The Pilot is scheduled to run until the end of 2001. TXU Electric is
currently unable to predict the outcome of the Pilot or determine the number of customers that might switch to
other providers during the pilot period.

Generation

Generating Units —At December 31, 2000, TXU Electric owned or leased and operated 80 electric
generating units with an aggregate net generating capability of 21,092 megawatts (MW). The generating
stations and other important units of property of TXU Electric and TXU SESCO are located on lands owned
primarily in fee simple.

Electricity Peak Load and Generation Capability — The electricity peak load and net generation
capability for TXU Electric is contained in the following table. For TXU SESCO, peak load was 268 MW on
September 1, 2000. TXU SESCO generates no electric energy.



TXU Electric’s net capability, peak load and reserve, in MW, at the time of peak were as follows during the
years indicated:

Electricity
Peak Load (2)
Increase Firm
Net Over Peak
Year Capability Amount Prior Year Load Reserve (b)
2000...c.coirerireinnnnns 23,608 (c) 22,442 3.2% 21,437 2,171
1999 ... 22,858 (d) 21,748 1.7% 20,724 2,134
1998 ..., 22,579 (e) 21,383 5.1% 20,351 2,228

(a) The 2000 peak load occurred on August 31. TXU Electric’s peak load includes interruptible load at the time of peak of 1,005 MW in
2000, 1,024 MW in 1999 and 1,032 MW in 1998.

(b) Amount of net capability in excess of firm peak load at the time of peak.

(c) Included in net capability is 2,692 MW of firm purchased capacity.

(d) Included in net capability is 1,778 MW of firm purchased capacity.

(e) Included in net capability is 1,499 MW of firm purchased capacity.

The peak load changes resulted primarily from customer growth and increased usage due to hotter-than-
normal weather. TXU Electric expects to continue to purchase capacity in the future from various sources. (See
Fuel Supply and Purchased Power and Note 14 to Financial Statements.) Firm peak load (excluding
interruptible contracts) growth in 2001 as compared to the actual firm peak demand for 2000 may be offset by
the loss of some retail customers due to the retail Pilot and the efforts of the General Land Office of Texas to
serve certain retail customers (e.g., schools and state universities), as authorized by the 1999 Restructuring
Legislation.

Resource Estimates —Changes in utility regulation and legislation at the federal and state levels, such as
the Public Utility Regulatory Policy Act of 1978 (PURPA), the National Energy Policy Act of 1992 (Energy
Policy Act) and, most recently, the 1999 Restructuring Legislation for the electric industry in Texas, have
significantly changed the way utilities plan for new resources. The 1999 Restructuring Legislation incorporates
sweeping changes for electric utilities operating in Texas by opening up the generation and retail portion of the
business to competition. Beginning January 1, 2002, REPs in Texas will be able to select their electricity
providers. Thus, each REP will be responsible for purchasing electricity for its customers.

TXU Electric expects to continue to purchase some of its energy requirements needed to serve customer
loads through resource contracts with third-party suppliers. Thus, for planning purposes, TXU Electric can no
longer readily identify the ownership and types of resources needed to serve its customers prior to the actual
selection of the resource contracts. TXU Electric will fill some of its resource needs through load management
and renewable resources. It does not expect to have difficulty filling the remainder of its requirements from
purchased power.

In addition to its own generation, TXU Electric has secured resources for the year 2001 from various
suppliers through short-term (two years or less) purchased power contracts. (See Fuel Supply and Purchased
Power.) Third party projects under construction as well as announced projects should provide adequate power
for 2002 and the near future.

Retail competition in Texas will be effective on January 1, 2002 for customers of most investor-owned
electric utilities. At that time, by law, TXU Corp.’s affiliated REPs must lower retail rates charged to residential
and small commercial customers in the TXU Electric and TXU SESCO service areas to rates that are 6% lower
than the rates that were in effect on January 1, 1999, as adjusted for fuel factor charges. This is known as the
“price to beat,” meaning that competitors will try to beat this price to attract new customers. This rate is frozen,
excluding cost of fuel, for residential and small commercial customers for three years, with respect to each class
of service or until 40% of the electric power consumed by customers in that class or segment is supplied by
competing REPs. On January 1, 2005, or earlier if such loss of customer load occurs, TXU Corp.’s affiliated
REPs will be able to lower their retail rates to compete directly with other REPs, but must continue to offer the
“price to beat” rate through December 31, 2006. Electric retail rates will then be driven by market forces and
will no longer be regulated. Commencing in 2002, TXU Corp.’s affiliated REPs will be able to compete in areas
outside of their service territory against other REPs.



Fuel Supply And Purchased Power — Net input during 2000 totaled 113,311 GWh of which 96,868 GWh
were generated by TXU Electric. Average fuel and purchased power cost (excluding capacity charges) per
kilowatt-hour (kWh) of net input was 2.66 cents for 2000, 1.82 cents for 1999 and 1.78 cents for 1998,
respectively. The increase in 2000 primarily represents the increase in natural gas prices. A comparison of
TXU Electric’s resource mix for net kWh input and the unit cost per million British thermal units (Btu) of fuel
during the last three years is as follows:

Mix for Net Unit Cost
kWh Input Per Million Btu
2000 1999 _198 2000 1999 1998
Fuel for Electric G\encration:
Gas/Oil (8) oo 33.4% 34.3% 36.7% $4.33 $2.59 $2.39
Lignite/Coal (b) .......oevvvviriririeirieiireeeeeeeseeeererenens 36.6 385 36.5 1.11 1.03 1.03
Nugclear........covvvvrreerrennne . 16.5 16.4 16.4 0.51 0.57 0.59
Total/\i)eightcd [Average Fuel (o S 86.5 89.2 89.6 $2.27 $1.56 $1.52
Purchased Power (c) k 13.5 10.8 104
TOtAl .o 100.0% 100.0% 100.0%

(a) Fuel oil was an insignificant component of total fuel and purchased power requirements.

(b) Lignite/coal cost per ton to TXU Electric was $14.82 in 2000, $13.30 in 1999 and $13.47 in 1998.

(c) Excludes power purchased by TXU Electric’s affiliate, TXU SESCO, from TXU Electric: 2000 — 0 GWh; 1999 - 0 GWh; and 1998 -
267 GWh. Includes TXU Electric purchases from TXU SESCO: 2000 — 8.1 GWh; 1999 - 6.1 GWh; and 1998 - 6.3 GWh.

In 2000, the US Electric segment purchased a net of 16,443 GWh or approximately 14.5% of its energy
requirements. TXU Electric and TXU SESCO had available 2,080 MW of firm purchased capacity under
contract and a full requirements contract to meet the needs of TXU SESCO. TXU Electric received energy in
2000 under purchased power contracts for energy from wind turbines equivalent to approximately 41 MW.
TXU Electric has entered into several contracts for the purchase of 291 MW of additional wind energy during
2000, from which power is expected to be received beginning in 2001. TXU Electric expects to acquire
additional amounts of purchased resources in the future to adequately and reliably accommodate its customers’
electrical needs. Such resources will be acquired in accordance with the requirements of the Texas Public Utility
Regulatory Act, as amended (PURA), and the PUC Substantive Rules. Beginning January 1, 2002, the
acquisition of resources will generally not be subject to regulation by the PUC. (See Electricity Peak Load and
Generation Capability.)

TXU Electric and TXU SESCO are unable to predict: (i) whether or not problems may be encountered in
the future in obtaining the fuel and purchased power each will require, (ii) the effect upon operations of any
difficulty either of them may experience in protecting rights to fuel and purchased power now under contract, or
(iii) the costs of future fuel and purchased power and to what extent they will be recoverable. (See Regulation
and Rates.)

Gas/Oil —Fuel gas for units at eighteen of the principal generating stations of TXU Electric, having an
aggregate net gas/oil capability of 12,955 MW, was provided during 2000 by TXU Fuel. TXU Fuel supplied
approximately 5% of such fuel gas requirements under contracts with producers at the wellhead and 95% under
contracts with commercial suppliers.

Fuel oil can be stored at seventeen of the principally gas-fueled generating stations. At December 31,
2000, TXU Electric had fuel oil storage capacity sufficient to accommodate approximately 6.1 million barrels of
oil and had approximately 1.6 million barrels of oil in inventory.

TXU Fuel has acquired supplies of gas from producers at the wellhead under contracts expiring at intervals
through 2008. As gas production under these contracts declines and contracts expire, new contracts are expected
to be negotiated to replenish or augment such supplies. TXU Fuel has negotiated term gas purchase contracts
with a number of commercial suppliers. Additionally, TXU Fuel has entered into a number of short-term gas
purchase contracts with other commercial suppliers at spot market prices. In general, these spot gas purchase
contracts require both the buyer and seller to purchase and deliver the gas on negotiated terms during the agreed-
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upon delivery period. In the past, curtailments of gas deliveries have been experienced during periods of winter
peak gas demand; however, such curtailments have been of relatively short duration, have had a minimal impact
on operations and generally have required utilization of fuel oil and gas storage inventories to replace the gas
curtailed. No curtailments were experienced during 2000.

TXU Fuel owns and operates an intrastate natural gas pipeline system that extends from the gas-producing
area of the Permian Basin in West Texas to the East Texas gas fields and southward to the Gulf Coast area. This
system includes a one-half undivided interest in a 36-inch pipeline that extends approximately 395 miles from
the Permian Basin area to a point of termination south of the Dallas-Fort Worth area. Additionally, TXU Fuel
owns a 39% undivided interest in another 36-inch pipeline connecting to this pipeline and extending 58 miles
eastward to one of TXU Fuel’s underground gas storage facilities. TXU Fuel also owns and operates
approximately 1,500 miles of various smaller capacity lines that are used to gather and transport natural gas
from other gas-producing areas. The pipeline facilities of TXU Fuel form an integrated network through which
fuel gas is gathered and transported to certain TXU Electric generating stations for use in the generation of
electric energy.

TXU Fuel also owns and operates two underground gas storage facilities with a usable capacity of 14.0
billion cubic feet (Bcf), with approximately 12.0 Bef of gas in inventory at December 31, 2000. Gas stored in
these facilities can be withdrawn for use during periods of peak demand to meet seasonal and other fluctuations
or curtailment of deliveries by gas suppliers. Under normal operating conditions, up to 400 million cubic feet
can be withdrawn each day for a ten-day period, with withdrawals at lower rates thereafter.

Lignite/Coal —Lignite is used as the primary fuel in two units at the Big Brown generating station (Big
Brown), three units at the Monticello generating station (Monticello), three units at the Martin Lake generating
station (Martin Lake), and one unit at the Sandow generating station (Sandow), having an aggregate net
capability of 5,837 MW. TXU Electric’s lignite units have been constructed adjacent to surface minable lignite
reserves. TXU Electric owns in fee or has under lease an estimated 448 million tons of proven reserves
dedicated to the Big Brown, Monticello and Martin Lake generating stations. TXU Electric also owns in fee or
has under lease in excess of 229 million tons of proven reserves not dedicated to specific generating stations.
TXU Mining operates owned and/or leased equipment to remove the overburden and recover the lignite. One of
TXU Electric’s lignite units, Sandow Unit 4, is fueled from lignite deposits owned by Alcoa, which furnishes
fuel at no cost to TXU Electric for that portion of energy generated from such unit that is equal to the amount of
energy delivered to Alcoa.

Lignite production operations at Big Brown, Monticello and Martin Lake are accompanied by an extensive
reclamation program that returns the land to productive uses such as wildlife habitats, commercial timberland
and pasture land. For information concerning federal and state laws with respect to surface mining, see
Environmental Matters.

TXU Electric supplements its lignite fuel at Big Brown, Monticello and Martin Lake with western coal
from the Powder River Basin (PRB) in Wyoming. The coal is purchased from multiple suppliers under contracts
of various length and is transported from the PRB to TXU Electric’s generating plants by railcar under three
contracts that range in length from two to seven years.

Nuclear —TXU Electric owns and operates two nuclear-fueled generating units at the Comanche Peak
nuclear powered electric generating station (Comanche Peak), each of which is designed for a net capability of
1,150 MW.

The nuclear fuel cycle requires the mining and milling of uranium ore to provide uranium oxide
concentrate (U;0y), the conversion of U, to uranium hexafluoride (UF;), the enrichment of the UF and the
fabrication of the enriched uranium into fuel assemblies. TXU Electric has on hand, or has contracted for, the
raw materials and services it expects to need for its nuclear units through the years indicated: uranium (2001),
conversion (2003), enrichment (2014), and fabrication (2011). Although TXU Electric cannot predict the future
availability of uranium and nuclear fuel services, TXU Electric does not currently expect to have difficulty
obtaining U,0, and the services necessary for its conversion, enrichment and fabrication into nuclear fuel for
years later than those shown above.
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The Nuclear Waste Policy Act of 1982, as amended (NWPA), provides for the development by the
Department of Energy (DOE) of interim storage and permanent disposal facilities for spent nuclear fuel and/or
high level radioactive waste materials. In January 1998, the DOE did not meet its obligation to begin accepting
spent nuclear fuel. The DOE continues to maintain its position that no obligation to begin acceptance of spent
nuclear fuel exists despite multiple industry-initiated lawsuits challenging that position and a US Court of
Appeals decision that such obligation exists. TXU Electric is unable to predict what impact, if any, the DOE’s
delay will have on TXU Electric’s future operations. Under provisions of the NWPA, funding for the program
is provided by a one-mill per kWh fee currently levied on electricity generated and sold from nuclear reactors,
including the Comanche Peak units.

TXU Electric’s onsite spent nuclear fuel storage capability is sufficient to accommodate the operation of
Comanche Peak through the year 2017, while fully maintaining the capability to off-load the core of one of the
nuclear-fueled generating units. Additional approval from the Nuclear Regulatory Commission (NRC) will be
required to utilize this full storage capability. TXU Electric is currently pursuing options for utilizing a larger
portion of the full storage capability, subject to approval by the NRC.

Transmission

In 1995, TXU Electric became the first utility in Texas to functionally unbundle, or separate, its
transmission operations into a business unit. The unit operates independently within the larger company and has
the flexibility to adapt to changing market and regulatory forces. It is now one of the key components of the US
Electric business segment. TXU Electric and TXU SESCO are members of the Electric Reliability Council of
Texas (ERCOT), an intrastate network of investor-owned entities, cooperatives, public entities, non-utility
generators and power marketers. ERCOT is the regional reliability coordinating organization for member
electric power systems in Texas, the Independent System Operator (ISO) of the interconnected transmission
system of those systems, and is responsible for ensuring equal access to transmission service by all wholesale
market participants in the ERCOT region.

The function of the transmission business is to provide non-discriminatory wholesale open access to TXU
Electric’s transmission facilities through business practices consistent with the standard of conduct rules enacted
by the PUC. The transmission system transverses almost 200,000 square miles of Texas and consists of over
13,000 circuit miles of transmission line and over 900 substations.

The transmission business supports the operation of the ERCOT ISO and all ERCOT members, as well as
TXU Electric’s responsibilities and obligations to its wholesale and retail customers. The transmission business
unit has planning, design, construction, operation and maintenance responsibility for the transmission grid and
for the load serving substations.

Services are provided under tariffs approved by the PUC and the Federal Energy Regulatory Commission
(FERC). Transmission service offers the use of the transmission system for delivery of power over facilities
operating at 60,000 volts and above. Transformation service offers the use of substation assets to transform
voltage to below 60,000 volts. Other services offered by the transmission business include: static and dynamic
scheduling and miscellaneous services such as system impact studies, facilities studies, and maintenance of
substations and transmission lines owned by other parties.

The transmission business is participating with the ISO and other ERCOT utilities to plan, design and
obtain regulatory approval for and construct new transmission lines necessary to increase bulk power transfer
capability and to remove existing limitations on the ERCOT transmission grid.

The principal generating facilities of TXU Electric and load centers of TXU Electric and TXU SESCO are
connected by 3,996 circuit miles of 345-kilovolt (kV) transmission lines and 9,371 circuit miles of 138- and 69-
kV transmission lines. TXU SESCO is connected to TXU Electric by three 138-kV lines, ten 69-kV lines and
three lines at distribution voltage.

TXU Electric is connected by six 345-kV lines to Reliant Energy Company; by three 345-kV, eight 138-kV
and nine 69-kV lines to American Electric Power Company; by two 345-kV and eight 138-kV lines to the
Lower Colorado River Authority; by four 345-kV and nine 138-kV lines to the Texas Municipal Power Agency;
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by one asynchronous High Voltage Direct Current (HVDC) interconnection to American Electric Power
Company; and at several points with smaller systems operating wholly within Texas.

Distribution

The TXU Electric distribution system supplies electricity to approximately 2.6 million customers
(including approximately 2.3 million residential customers and 310,000 commercial and industrial businesses).
On average, TXU Electric has added approximately 47,000 customers to its system each year for the last several
years and over 58,000 in 2000. The electric distribution business consists of the ownership, management,
construction, maintenance and operation of the distribution network within TXU Electric’s certificated service
area.

TXU Electric’s distribution network receives electricity from the transmission grid through power
distribution substations and distributes electricity to end users and wholesale customers through approximately
2,800 distribution feeders.

The TXU Electric distribution network consists of approximately 54,000 miles of overhead primary
conductors, 22,000 miles of overhead secondary and street light conductors, 11,500 miles of underground
primary conductors and 6,600 miles of underground secondary and street light conductors. The majority of the
distribution system operates at 25-kV and 12.5-kV.

The greater portion of the T&D lines of TXU Electric and TXU SESCO has been constructed over lands of
others pursuant to easements or along public highways and streets as permitted by law.

REGULATION AND RATES

TXU Corp. is a holding company as defined in the Public Utility Holding Company Act of 1935.
However, TXU Corp. and all of its subsidiary companies are exempt from the provisions of such Act, except
Section 9(a)(2) which relates to the acquisition of securities of public utility companies and Section 33 which
relates to the acquisition of foreign (non-US) utility companies.

TXU Electric and TXU SESCO are subject to various federal, state and local regulations. (See discussion
below and Environmental Matters.) TXU Electric and TXU SESCO believe that they are not public utilities as
defined in the Federal Power Act and have been advised by their counsel that they are not subject to general
regulation under such Act.

The PUC has original jurisdiction over electric rates and service in unincorporated areas and those
municipalities that have ceded original jurisdiction to the PUC and has exclusive appellate jurisdiction to review
the rate and service orders and ordinances of municipalities. Generally, PURA prohibits the collection of any
rates or charges (including charges for fuel) by a public utility that does not have the prior approval of the PUC.

TXU Electric is subject to the jurisdiction of the NRC with respect to nuclear power plants. NRC
regulations govern the granting of licenses for the construction and operation of nuclear power plants and
subject such plants to continuing review and regulation.

Docket No. 21527 — In October 1999, TXU Electric filed a petition with the PUC for a financing order
(Docket No. 21527) to permit the issuance by a special purpose entity of $1.65 billion of transition bonds
secured by payments designed to enable TXU Electric to recover its generation-related regulatory assets and
other qualified costs in accordance with the 1999 Restructuring Legislation. The proceeds received by TXU
Electric from the issuance of the transition bonds are to be used solely for the purpose of retiring utility debt and
equity. On May 1, 2000, the PUC signed a final order rejecting TXU Electric’s request for the $1.65 billion and
authorized only $363 million. TXU Electric filed an appeal on May 2, 2000 with the Travis County, Texas
District Court.

On September 7, 2000, the Travis County, Texas District Court issued a final judgment reversing that part
of the PUC’s financing order that utilized regulated asset life (up to 40 years) for purposes of present-valuing the
benefits of securitization. Instead, the District Court ruled that a present-value period based upon stranded cost
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and regulatory asset recovery periods authorized under the 1999 Restructuring Legislation should have been
used by the PUC. The District Court also ruled that the PUC statements in its financing order concerning the
future impact of securitization of loss on reacquired debt were only an advisory opinion. The judgment affirmed
other aspects of the PUC’s financing order and ordered the case remanded to the PUC for further proceedings
consistent with the judgment. TXU Electric and various other parties have appealed this judgment directly to
the Texas Supreme Court. TXU Electric expects that any difference between the $1.65 billion and the amount
finally authorized will continue to be deferred until recovery of generation related regulatory assets is addressed
again by the PUC. TXU Electric is unable to predict the outcome of these proceedings.

The constitutionality of the securitization provisions of the 1999 Restructuring Legislation under the Texas
constitution has been challenged in connection with a securitization request made by Central Power and Light
Company. In July 2000, the Travis County, Texas District Court issued its judgment denying this appeal and
finding that the securitization provisions are constitutional. This judgment has been appealed directly to the
Texas Supreme Court. TXU Electric is unable to predict the outcome of such proceedings.

Docket No. 22350 — As required by the 1999 Restructuring Legislation, in January 2000, TXU Electric
filed its business separation plan with the PUC. In March 2000, TXU Electric filed its application for approval
of its unbundled cost of service rates with the PUC. This plan and application lay the foundation for retail
competition to begin in the Texas electricity market. Under the business separation plan, the generation business
unit and the retail business unit of TXU Electric will become unregulated entities and will be allowed to
compete for customers. The T&D business units of TXU Electric will be separated into regulated entities and
will together represent the regulated part of the business. In addition to the actual T&D charges for delivering
electricity, these rates include nuclear decommissioning fund charges, system benefit fund charges and stranded
cost recovery charges. In that March 2000 filing, TXU Electric’s stranded costs were estimated to be
approximately $3.7 billion, including the regulatory assets that were part of the Docket No. 21527 proceedings
and amounts related to the remand of Docket No. 9300, addressed below. TXU Electric filed an updated
stranded cost estimate on August 28, 2000 to reflect various PUC decisions made since Docket No. 22350 was
filed. In the August 28, 2000 filing, TXU Electric’s stranded costs were estimated to be $2.8 billion.
Subsequent to the August 2000 filing, the PUC has required TXU Electric to revise the stranded cost estimate to
remove amounts related to regulatory assets, certain environmental expenditures, and the remand of Docket No.
9300, which resulted in a revised estimate of $14 million, including displaced worker costs. TXU Electric has
appealed certain of the PUC’s decisions related to this matter to the Travis County, Texas District Court.
Various parties to Docket No. 22350 have presented stranded cost estimates ranging from negative $1.5 billion
to negative $3.5 billion along with recommendations that these amounts be returned to customers beginning in
2002. The estimate established in Docket No. 22350 is subject to a future market-based “true-up” in 2004.
TXU Electric is unable to predict the outcome of these proceedings.

Docket No. 9300/Docket No. 22652 — The PUC’s final order (Order) in connection with TXU Electric’s
January 1990 rate increase request (Docket No. 9300) was ultimately reviewed by the Texas Supreme Court. As
a result, an aggregate of $909 million of disallowances with respect to TXU Electric’s reacquisitions of minority
owners’ interests in Comanche Peak, which had previously been recorded as a charge to TXU Electric’s
earnings, was remanded to the District Court with instructions that it be remanded to the PUC for
reconsideration on the basis of a prudent investment standard. On remand, the PUC also was required to
reevaluate the appropriate level of TXU Electric’s construction work in progress included in rate base in light of
its financial condition at the time of the initial hearing. In connection with the settlement of Docket No. 18490,
proceedings in the remand of Docket No. 9300 had been stayed through December 31, 1999. In April 2000,
TXU Electric requested that the District Court enter an order remanding Docket No. 9300 to the PUC. On June
9, 2000, the District Court's order of remand was filed with the PUC, and the PUC has assigned the remand
proceeding Docket No. 22652. Pursuant to an order entered on August 31, 2000, this docket will be held in
abeyance until March 20, 2001. TXU Electric cannot predict the outcome of the reconsideration of the Order on
remand by the PUC.

Docket No. 22344 — In a generic issues docket held in August 2000, the PUC issued orders that impacted
TXU Electric's recovery of restructuring expenses and certain other regulatory assets. Accordingly, in
September 2000, such unrecovered regulatory assets totaling $52 million were written off. This reduced
earnings in excess of the earnings cap by an equal amount. As a result, there was no impact to net income.
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Fuel Cost Recovery Rule — Pursuant to a PUC rule, the recovery of TXU Electric’s eligible fuel costs is
provided through fixed fuel factors. The rule allows a utility’s fuel factor to be revised upward or downward
every six months, according to a specified schedule. A utility is required to petition to make either surcharges or
refunds to ratepayers, together with interest based on a twelve-month average of prime commercial rates, for any
material cumulative under- or over-recovery of fuel costs. If the cumulative difference of the under- or over-
recovery, plus interest, exceeds 4% of the annual estimated fuel costs most recently approved by the PUC, it will
be deemed to be material.

Final reconciliation of fuel costs must be made either in a reconciliation proceeding or in a general rate
case. In a final reconciliation, a utility has the burden of proving that fuel costs under review were reasonable
and necessary to provide reliable electric service, that it has properly accounted for its fuel-related revenues, and
that fuel prices charged to the utility by an affiliate were reasonable and necessary and not higher than prices
charged for similar items by such affiliate to other affiliates or nonaffiliates. For generating utilities like TXU
Electric, through August 31, 1999, the rule provided for recovery of purchased power capacity costs through a
power cost recovery factor with respect to purchases from qualifying facilities, to the extent such costs were not
otherwise included in base rates. Pursuant to the 1999 Restructuring Legislation, the power cost recovery factor
will be frozen between September 1, 1999 and January 1, 2002. The energy-related costs of such purchases
continue to be included in the fixed fuel factor. TXU Electric is required to file in 2002 with the PUC for final
reconciliation of its eligible fuel costs. This final reconciliation will cover the period July 1998 through
December 2001.

Docket No. 22880/Docket No. 23153 — Because natural gas prices recently have exceeded those in the base
fuel factor, on August 4, 2000, TXU Electric filed a request with the PUC in Docket No. 22880 to surcharge the
cumulative under-collection of fuel cost revenues that existed as of June 30, 2000, together with interest through
November 2000, in the amount of $167 million, and to increase its current fuel factors by 27.6%. On August
31, 2000, the Administrative Law Judge entered an Interim Order, implementing an agreement of the parties,
providing for an interim increase in fuel factors of 13.8%, effective September 6, 2000, and a surcharge of TXU
Electric's cumulative under-recovery of fuel cost revenues that existed as of July 31, 2000, together with the
interest through November 2000, in the amount of $315 million to be collected over the fourteen-month period
beginning November 2000. On October 13, 2000, TXU Electric filed a Supplemental Application with the PUC
requesting its initial 27.6% fuel factor increase instead of the interim increase. Also, on October 13, 2000, TXU
Electric filed a request with the PUC in Docket No. 23153 for a surcharge to recover a $231 million under-
collection of fuel cost revenues for the months of August and September 2000. The proposed surcharge would
be collected from January 2001 through December 2001. Docket No. 23153 was subsequently consolidated into
Docket No. 22880. On January 11, 2001, the PUC approved TXU Electric’s requests in Docket No. 22880 and
Docket No. 23153. Also on January 11, 2001, the PUC approved the requested fuel factor increase, effective
that date. The PUC also approved the surcharge request filed in Docket No. 23153, effective January 11, 2001
through December 31, 2001.

Docket No. 23640 — In February 2001, TXU Electric filed with the PUC a request for a surcharge to
recover under-collected fuel cost revenues for the months of October 2000 through December 2000, plus
estimated under-recoveries for the period January 2001 through March 2001 totaling $591 million, and to
increase its current fuel factor by 26.4% over the increase in Docket No. 22880. The proposed fuel factor
increase would be effective March 5, 2001 and the proposed surcharge would be collected from April 2001
through December 2001. TXU Electric cannot predict the outcome of this proceeding.
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COMPETITION

General — The Energy Policy Act addresses a wide range of energy issues and is intended to increase
competition in electric generation and broaden access to electric transmission systems. In addition, PURA
impacts the PUC and its regulatory practices and encourages increased competition in the wholesale electric
utility industry in Texas. Although TXU Corp. is unable to predict the ultimate impact of these and any other
related regulations or legislation on the US Electric segment companies’ operations, it believes that such actions
are consistent with the trend toward increased competition in the energy industry.

The 1999 Restructuring Legislation will restructure the electric utility industry in Texas. Among other
matters, the 1999 Restructuring Legislation authorizes competition in the retail and generation markets for
electricity beginning January 1, 2002; provides for the recovery of generation-related and purchased power
related stranded costs and generation-related regulatory assets; requires reductions in NO, and SO, emissions;
requires a rate freeze, excluding cost of fuel, for all customers until January 1, 2002 and certain rate reductions
for residential and small commercial customers for up to five years thereafter; and sets certain limits on capacity
owned and controlled by power generation companies. Project teams have been established to prepare US
Electric segment companies for a competitive environment. These teams are comprised of resources from all
facets of TXU Corp.’s business. These teams continue to formulate short- and long-term strategies to address
implementation of the 1999 Restructuring Legislation.

As legislative, regulatory, economic and technological changes occur, the energy and utility industries are
faced with increasing pressure to become more competitive while adhering to regulatory requirements. The
level of competition is affected by a number of variables, including price, reliability of service, the cost of
energy alternatives, new technologies and governmental regulations.

As a result of the shift in emphasis toward greater competition, large and small industry participants are
offering energy services and energy-related products that are both economically and environmentally attractive
to customers. In Texas, aggressive marketing of competitive prices by rural electric cooperatives, municipally-
owned electric systems, and other energy providers not subject to the traditional governmental regulation
experienced by the utility industry has intensified competition within the state’s wholesale markets in multi-
certificated areas, and retail customer markets.

Furthermore, there is increasing pressure on utilities to reduce costs, including the cost of power, and tailor
energy services to the specific needs of customers. Such competitive pressures among electric utility and non-
utility power producers could result in the loss of some retail energy services customers. US Electric segment
companies are aggressively managing their operating costs and capital expenditures through streamlined
business processes and operating practices and are developing and implementing strategies to address an
increasingly competitive environment.

Wholesale Competition — Federal legislation such as the PURPA and the Energy Policy Act, as well as
initiatives in various states, encourage wholesale competition among electric utility and non-utility power
producers. Together with increasing customer demand for lower-priced electricity and other energy services,
these measures have accelerated the industry’s movement toward a more competitive pricing and cost structure.

Amendments to PURA made during the 1995 session of the Texas legislature also allow for wholesale
pricing flexibility. While wholesale rates for electric utilities are not deregulated, wholesale tariffs or contracts
with charges less than approved rates but greater than the utility’s marginal cost may be approved by the
regulatory authority upon application by the utility. In the wholesale power market, TXU Electric and TXU
SESCO compete with a variety of utilities and other suppliers, some of which are willing and able to sell at rates
below US Electric segment companies’ standard wholesale power service rate as approved by the PUC. As
directed by the 1999 Restructuring Legislation (see Note 3 to Financial Statements), beginning in January 2002,
wholesale rates will no longer be regulated. TXU Corp. is unable to predict the extent of future competitive
developments in the wholesale market or what impact, if any, such developments may have on its operations.
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Open-Access Transmission — At the federal level, the FERC issued Order No. 888 in April 1996, which
requires all FERC-jurisdictional electric public utilities to offer third parties wholesale transmission services
under an open-access tariff. In May 1997, TXU Electric filed with the FERC a modification of its tariff
governing service to, from and over certain HVDC interconnections between ERCOT and the Southwest Power
Pool, which, in October 1997, was accepted by the FERC with minor modifications.

In August 1999, a Texas Court of Appeals issued a judgment declaring invalid PUC rules governing open-
access wholesale transmission service. These rules, adopted in February 1996, guaranteed open-access
wholesale transmission service by electric utilities in ERCOT to other utilities and non-utility power suppliers,
and established a rate formula to determine access charges for the transmission of wholesale electricity. In its
decision, the court concluded that the PUC lacks the statutory authority to establish transmission access rates,
and therefore rendered the transmission rules invalid. Several interested parties and the PUC filed motions for
rehearing with the Court of Appeals, asking the court to reverse its decision and to recognize the PUC’s
authority to set wholesale transmission rates in ERCOT. In January 2000, a judgment was rendered on the
motions for rehearing by the Court of Appeals, declaring that certain subsections of the open-access rules are
invalid, while still concluding that the PUC lacks statutory authority to establish transmission access rates.
Petitions for review have been filed with the Supreme Court of Texas by the PUC and other interested parties
urging the Supreme Court to reverse the judgment of the Court of Appeals. TXU Electric is unable to predict
the impact of this judgment on open-access transmission rates at this time.

Customers — There are no individually significant customers upon which TXU Electric’s or TXU
SESCO’s business or results of operations are highly dependent.
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US GAS SEGMENT

GENERAL

US Gas operations are engaged in the purchase, transmission, distribution and sale of natural gas in Texas.

Operating Statistics
Years Ended December 31
2000 1999 1998
SALES VOLUMES
Gas distribution (Billion cubic feet - Bef):
Residential .........ccceevvveveeveniereeereeeeeeee e 83 68 77
Commercial .......ccoceeveeirrienieierenereeeeeee e 51 45 49
Industrial and electric generation............c..cecevceruenne. _4 _4 _4
Total gas distribution ..........c.cceceeevevererrenenennens 138 117 130
Pipeline transportation (Bcf)........cooevvevveriviencnncniecnnen. 601 551 599
OPERATING REVENUES (millions)
Gas distribution:
Residential ...........ccoceeirieriiricreieeceseeeeee e $616 $402 $437
Commercial ........coevveverinennenierenernereeese s 318 212 225
Industrial and electric generation...........c.ccccceeveeenneee. 28 20 20
Total gas distribution..........ccoceeceevenccennicnvcnncnnene : 962 634 682
Pipeline transportation...........cccceceveevenencnncncnnenenennes 123 116 121
Other revenues, less intra-segment eliminations ......... 22 118 52
Total operating revenues ..........c.coceveevereecrreneenenne $1.107 $868 $855
GAS DISTRIBUTION CUSTOMERS
(end of year - in thousands)...........coceeeeerererererencnnenee 1,438 1,407 1,379
HEATING DEGREE DAYS (% of normal) ............c.c...... 95% 70% 89%

Service Area — TXU Lone Star Pipeline, a partially rate-regulated division of TXU Gas, owns and
operates interconnected natural gas transmission lines, underground storage reservoirs, compressor stations and
related properties, all within Texas. With a system consisting of approximately 7,200 miles of transmission and
gathering pipelines in Texas, TXU Lone Star Pipeline is one of the largest pipelines in the US. Through these
facilities, it transports natural gas to distribution systems of TXU Gas Distribution and other customers. Rates
for the services provided to TXU Gas Distribution are regulated by the Railroad Commission of Texas (RRC),
while rates for services to other customers are generally established by competitively negotiated contracts. The
gas transmission and distribution lines of TXU Gas Distribution and TXU Lone Star Pipeline, have been
constructed over lands of others pursuant to easements or along public highways and streets as permitted by
law.

TXU Gas Distribution provides service through over 25,000 miles of distribution mains. Through these
facilities, it purchases, distributes and sells natural gas to over 1.4 million residential, commercial and industrial
customers in approximately 560 cities and towns, including the 11-county Dallas-Fort Worth Metroplex. TXU
Gas Distribution also transports natural gas to end users within its distribution system as market opportunities
require. The distribution service rates that TXU Gas Distribution charges its residential and commercial
customers are established by the municipal governments of the cities and towns served with the RRC having
appellate jurisdiction. The majority of TXU Gas Distribution’s residential and commercial gas customers use
gas for heating, and their needs are directly affected by the mildness or severity of the heating season. However,
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approximately 79% of TXU Gas Distribution’s residential and commercial volumes are subject to weather
normalization adjustments which allow rates to be adjusted to reflect warmer —or-colder-than-normal weather
during the winter months, reducing the impact of variations in weather on TXU Gas Distribution’s earnings.
Sales to electric-generation customers are affected by the mildness or severity of both cooling and heating
seasons.

Gas Distribution Peaking — TXU Gas Distribution estimates its peak-day availability of natural gas
supply from its long-term contracts, short-term contracts and withdrawals from underground storage to be in
excess of 2.2 Bef. Daily spot contracts raise this availability level to meet additional peak-day needs.

During 2000, the average daily demand of TXU Gas Distribution’s residential and commercial customers
was 0.3 Bef. TXU Gas Distribution’s greatest daily demand in 2000 was on December 12, when the arithmetic-
mean temperature was 24 degrees Fahrenheit and sales to its customers reached 2.1 Bcf.

Gas Supply — TXU Gas Distribution’s gas supply consists of contracts for the purchase of specific
reserves, contracts not related to specific reserves or fields, and gas in storage. The total available gas supply as
of January 1, 2001 was 143 Bcf, which is approximately equal to TXU Gas Distribution’s purchases during
2000. Of this total, 35 Bcf are specific reserves and 28 Bcf are working gas in storage. Management has
calculated that 80 Bcf are committed to TXU Gas Distribution under gas supply contracts not related to specific
reserves or fields. In 2000, TXU Gas Distribution’s gas requirements were purchased from approximately 155
independent producers, marketers and pipeline companies.

TXU Gas Distribution has sufficient storage working gas capacity and gas in storage to meet its peak-day
requirements. TXU Gas Distribution utilizes the services of seven gas storage fields owned by TXU Lone Star
Pipeline, all of which are located in Texas. These fields have an optimal working gas capacity of 43.7 Bcf and a
storage withdrawal capacity of up to 1.3 Bcef per day.

TXU Gas Distribution has historically maintained a contractual right to curtail individual load, which is
designed to achieve the highest load factor possible in the use of the pipeline system while ensuring continuous
and uninterrupted service to residential and commercial customers. Under the program, industrial customers
negotiate their own rates and relative priorities of service. Interruptible service contracts include the right to
curtail gas deliveries up to 100% according to a priority plan. The last sales curtailment for TXU Gas
Distribution occurred in 1990 and lasted only 30 hours.

Estimates of gas supplies and reserves are not necessarily indicative of TXU Gas Distribution’s ability to
meet current or anticipated market demands or immediate delivery requirements because of factors such as the
physical limitations of gathering and transmission systems, the duration and severity of cold weather, the
availability of gas reserves from its suppliers, the ability to purchase additional supplies on a short-term basis
and actions by federal and state regulatory authorities. Curtailment rights provide TXU Gas Distribution
flexibility to meet the human-needs requirements of its customers on a firm basis. Priority allocations and price
limitations imposed by federal and state regulatory agencies, as well as other factors beyond the control of TXU
Gas Distribution, may affect its ability to meet the demands of its customers.

TXU Gas Distribution buys gas under long-term and short-term intrastate contracts in order to ensure
reliable supply to its customers. Many of these contracts require minimum purchases of gas. The estimated gas
demand, which assumes normal weather conditions, significantly exceeds the minimum purchase obligations of
these contracts for the year 2001 and thereafter.

The TXU Gas Distribution supply program is designed to contract for new supplies of gas and to recontract
targeted expiring sources. In addition to being heavily concentrated in the established gas-producing areas of
central, northern and eastern Texas, TXU Lone Star Pipeline’s intrastate pipeline system also extends into or
near the major producing areas of the Texas Gulf Coast and the Delaware and Val Verde Basins of West Texas.
Nine basins located in Texas are estimated to contain a substantial portion of the nation’s remaining onshore
natural gas reserves. TXU Lone Star Pipeline’s pipeline system provides access to all of these basins. TXU Lone
Star Pipeline is well situated to receive large volumes into its system at the major hubs, such as Katy and Waha,
as well as from storage facilities where TXU Gas Distribution maintains high delivery capabilities.
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REGULATION AND RATES

TXU Gas Distribution and TXU Lone Star Pipeline are wholly intrastate in character and perform
distribution utility operations and pipeline transportation services, respectively, in the State of Texas subject to
regulation by municipalities in Texas and the RRC. The RRC regulates the charge for the transportation of gas
by TXU Lone Star Pipeline to TXU Gas Distribution's distribution systems for sale to TXU Gas Distribution's
residential and commercial consumers. TXU Lone Star Pipeline owns no certificated interstate transmission
facilities subject to the jurisdiction of the FERC under the Natural Gas Act, has no sales for resale under the rate
jurisdiction of the FERC and does not perform any transportation service that is subject to FERC jurisdiction
under the Natural Gas Act.

The city gate rate for the cost of gas TXU Gas Distribution ultimately delivers to residential and
commercial customers is established by the RRC and provides for full recovery of the actual cost of gas
delivered, including out-of-period costs such as gas purchase contract settlement costs. The distribution service
rates TXU Gas Distribution charges its residential and commercial customers are established by the municipal
governments of the cities and towns served, with the RRC having appellate jurisdiction.

TXU Gas Distribution employs a continuing program of rate review for all classes of customers in its
regulatory jurisdictions. Rate relief amounting to about $19.8 million in annualized revenue increases, exclusive
of changes in gas costs, was granted in 2000 in addition to about $7.5 million granted in 1999 and $2.5 million
granted in 1998. Rate cases supporting $18.5 million in annualized revenue increases were filed in 178 cities as
of March 2, 2001.

Weather normalization adjustment clauses have been approved by 320 cities served by TXU Gas
Distribution, representing 79% of TXU Gas Distribution’s residential and commercial sales volumes. These
clauses allow rates to be adjusted to reflect the impact of warmer- or colder-than-normal weather during the
winter months, reducing the impact of variations in weather on TXU Gas Distribution’s earnings.

TXU Gas Distribution’s sales to industrial customers are provided under rates reflected in standard rate
schedules and contracts. Transportation services to industrial and electric-generation customers are provided
under competitively negotiated contracts. Industrial customers also have standard rate schedules for
transportation services. Regulatory authorities in Texas have jurisdiction to revise, review and regulate rates to
industrial and electric-generation customers but, historically, have not actively exercised this jurisdiction
because of the existing competitive market. Sales contracts with these customers permit automatic adjustment
on a monthly basis for the full amount of increases or decreases in the cost of gas.

In October 1999, TXU Lone Star Pipeline filed with the RRC a Statement of Intent to change the city gate
rate for gas transported for subsequent distribution to residential and commercial customers. The filing
requested a general increase in annual revenues of approximately $20 million. In June 2000, the RRC issued a
final ruling on TXU Lone Star Pipeline’s requested gate rate increase that denied the increase and resulted in a
$1.5 million reduction in the city gate rate, but granted favorable changes to its tariff structure.

COMPETITION

Customer sensitivity to energy prices and the availability of competitively priced gas in the non-regulated
markets continue to cause competition in the electric-generation and industrial-user markets. Natural gas faces
varying degrees of competition from electricity, coal, natural gas liquids, oil and other refined products
throughout TXU Gas Distribution’s service territory. Pipeline systems of other companies, both intrastate and
interstate, extend into or through the areas in which TXU Gas Distribution’s markets are located, creating
competition from other sellers of natural gas. As developments in the energy industry point to a continuation of
these competitive pressures, TXU Gas Distribution intends to maintain its focus on customer service and the
creation of new services for its customers in order to remain its customers' supplier of choice.
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TXU Lone Star Pipeline is the sole transporter of natural gas to TXU Gas Distribution’s distribution
systems. TXU Lone Star Pipeline competes with other pipelines in Texas to transport natural gas to new and
existing industrial and power generation facilities as well as off-system markets. These businesses are highly
competitive.

Open Access — TXU Lone Star Pipeline has been an open access transporter under Section 311 of the
Natural Gas Policy Act of 1978 (NGPA) on its intrastate transmission facilities since July 1988. Such
transportation is performed pursuant to Section 311(a)(2) of the NGPA and is subject to an exemption from the
jurisdiction of the FERC under the Natural Gas Act, pursuant to Section 601 of the NGPA.

Customers —There are no individually significant customers upon which the segment’s business or results
of operations are highly dependent.
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US ENERGY SEGMENT
GENERAL

US Energy operations are engaged in purchasing and selling natural gas and electricity and providing risk
management and retail energy services for the energy industry throughout the United States and parts of Canada.

Operating Statistics
Years Ended December 31
2000 1999 1998
TRADING VOLUMES
GAS (BCD)...ooveoeeeeeeeeee e 1,242 1,102 1,115
ELECHHC (GWH)..eoeeeoeeeeee e seese e seeeseseessseeeee 21,917 6,544 16,268
OPERATING REVENUES (Millions)...........ovveevererreerreereres $5,508 $3,072 $3,225

The US Energy segment’s primary natural gas markets, both retail and wholesale, are in Texas, the
Northeast, the Midwest and the West Coast. TXU Energy Trading engages in the physical and financial
purchase and sale of electricity in the wholesale markets throughout the United States and is responsible for the
evaluation of upstream and downstream assets to expand its energy portfolio within regions outside of Texas.
After electric industry restructuring in Texas, TXU Energy Trading will be responsible for selling all power
from TXU Corp.’s North American generation units, managing its fuel consumption and procurement needs and
meeting the energy supply needs of TXU Corp.’s retail operations, third party REPs and other wholesale end-use
customers.

In the course of providing comprehensive energy products and services to its diversified client base, TXU
Energy Trading engages in energy price risk management activities. In addition to the purchase and sale of
physical commodities, TXU Energy Trading enters into futures contracts; swap agreements, where settlement is
based on the difference between a fixed and floating (index based) price for the underlying commodity;
exchange traded options; over-the-counter options, which are settled in cash or in the physical delivery of the
underlying commodity; exchange-of-futures-for-physical transactions; energy exchange transactions; storage
activities; and other contractual arrangements. TXU Energy Trading may buy and sell certain of these
instruments to manage its exposure to price risk from existing contractual commitments as well as other energy-
related assets and liabilities. It may also enter into contracts to take advantage of arbitrage opportunities. In
order to manage its exposure to the price risk associated with these instruments, TXU Energy Trading has
established trading policies and limits and revalues its exposures daily against these benchmarks utilizing
integrated energy systems to capture, value and understand the portfolio risks. TXU Energy Trading also
periodically reviews these policies to ensure they are responsive to changing market and business conditions.

TXU Energy Trading actively manages the risks associated with trading and asset management. A multi-
dimensional approach to risk management is taken by combining the resources of trading, credit, finance,
accounting, internal audit and risk management to accomplish the risk management objectives. A risk
management team meets regularly to ensure trading compliance with approved commodities, instruments,
exchanges and markets. Trading risks are monitored and limits are enforced to comply with established policy
requirements. Policies are set and ultimately approved within the guidelines established by TXU Corp.

TXU Energy Trading’s business is not specifically seasonal; however, the results of its operations are
affected by price volatility in the underlying commodity markets. Price volatility in both natural gas and electric
power is largely a result of supply and demand factors driven by weather conditions and physical constraints in
the deliverability of these commodities. Arbitrage opportunities resulting from this price volatility are often
greatest in the late summer, early fall and winter months for natural gas and the summer months for electricity.
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TXU Energy Services is engaged in electricity infrastructure ownership and management, energy
information, energy consumption and billing management, energy technology development and integration, and
other services. TXU Energy Services offers an integrated portfolio of energy supply products and services to
large commercial and industrial customers. In 2000, TXU Energy Services entered into contracts to manage
energy resources up to $1.6 billion. Activities include energy equipment design, procurement and construction,
energy monitoring, measurement and verification, financing of new capital improvement projects, energy supply
and price risk management and ongoing operation and maintenance of energy infrastructure.

COMPETITION

TXU Energy Trading pursues opportunities to manage risks for non-affiliated companies. As electricity
markets are deregulated and natural gas markets continue to evolve following the implementation of the 1992
Order 636 of the FERC, additional opportunities are created in the broader, more active trading markets and in
the markets serving non-regulated customers. This highly competitive market demands that a wide array of
services be offered, including term contracts with interruptible and firm deliveries, risk management,
aggregation of supply, nominations, scheduling of deliveries and asset optimization strategies for both
transportation capacity and storage.

The activities of TXU Energy Trading continue to be developed. The strategy is to build system
infrastructure and merchant trading capabilities in preparation for a deregulated electric industry in Texas and to
diversify TXU’s North American energy portfolio to include business outside of Texas. TXU Energy Trading is
investing in intellectual and technological capabilities to monitor, evaluate and anticipate gas and electric
commodity market movements and monitor and evaluate supply resources and market demand. TXU Energy
Trading will use these capabilities to effectively manage risks and optimize the use of TXU’s North American
energy portfolio within ERCOT subsequent to the deregulation of the power industry in Texas and across the
country. In addition, TXU Energy Trading is investing in the capabilities to expand its asset management and
wholesale marketing business into selected regions outside of ERCOT.

Effective January 1, 2002, TXU Corp.’s retail operations will become authorized REPs and commence
selling electricity to a wide spectrum of retail customers, including customers of TXU Electric. TXU Energy

Services is investing in the systems and other infrastructure necessary to compete in the retail customer markets.

Customers — There are no individually significant customers upon which the segment’s business or
results of operations are highly dependent.
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EUROPE SEGMENT
GENERAL

European operations are engaged in the generation, purchase, distribution, marketing and sale of electricity;
the purchase and sale of natural gas; and energy merchant trading, in the UK, but increasingly throughout the
rest of Europe.

Operating Statistics

Year Ended December 31
2000 1999 1998*
SALES VOLUMES
Electric (Gigawatt-hours - GWh)
Industrial and commercial ...........ccccoeevievienenveeiececeeee e 22,586 19,698 15,459
Residential ........coooveiieiiiieieeceee e 17,263 16,726 7.826
Total €lECtriC....cueiiiiiniriereriictec e 39.849 36.424 23,285
Units Distributed (GWh) ......cccoeviriirnineneeennceseereseese e 33,393 33,120 19,249
Gas (Billion cubic feet - Bcf)
Industrial and commercial ..........cccccoveeceriiininenineeeeeeene 57 77 51
RESIAENLIAL .....coveniiiiiiceieccee e 58 49 21
TOtAl ZAS ..vveveenieiieieieeeceeeee ettt 115 126 __12
Wholesale Energy Sales
Electricity (GWh) .....c.eoivieieiriiccieieeree et 100,132 78,950 51,060
GAS (BCE) oot 1,000 447 148
OPERATING REVENUES (millions)
Electric
Industrial and commercial ............cccoooveevviieiieieeeceeee e, $1,249 $1,357 $1,146
Residential ........cccoeiiiiiiniineicn e 1,551 1,676 _ 839
Total electric operating revenues..........c.ccoeevveceveeeneiiiscniennns 2,800 3,033 1,985
DiStIDULION. ....cveeeeetereeiere ettt 535 __657 _395
Gas
Industrial and commercial ...........cccooereirinenenierneneeeenene 190 247 125
Residential ..o 339 _ 318 _ 135
Total gas operating reVeNUES ..........cceoeeerveevereerererreneereeenennens 529 _565 _260
Wholesale energy Sales.........covoeeereiririerieneeieeneseeeeseseeneeeeeees 3,318 2,168 1,199
OLhET ..ttt et 193 191 102
Less intra-segment revVenues............coeeeeveenene (331) (524) _(340)
Total operating revenues $7.044 $6,090 $3.601
CUSTOMERS (end of year - in thousands)
Electric 4,358 2,931 3,211
GBSttt 1,127 805 777

* For the period from acquisition (May 19, 1998) to December 31, 1998.
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Throughout England and Wales, electricity power stations, together with the transmission and distribution
systems, constitute a single integrated network. Almost all electricity generated in England and Wales must be
sold to and purchased from the wholesale trading market for electricity, commonly known as the Pool. Prices
for electricity are set by the Pool for each half hour based on bids of generators and a complex set of calculations
that matches supply and demand. Each participant in this network must be licensed to generate, transmit or
supply electricity.

New Electricity Trading Arrangements (NETA) — Following a comprehensive reassessment of the timetable
for completion of all the necessary testing, the implementation of NETA is now scheduled to commence on
March 27, 2001, although the date may be revised before then based on the progress in the ability of participants
to communicate with the central systems being installed and other concerns. Under NETA, for those companies
wishing to buy and sell electricity, the arrangements provide the freedom to enter into directly negotiated
contracts instead of having to trade through a central electricity pool. It is expected that under the new
arrangements bulk electricity will be traded on one or more exchanges and through a variety of bilateral and
multilateral contracts and that market participants will include not only generators and suppliers but also traders
with physical positions, i.e. energy wholesalers; accordingly, NETA implementation will eliminate the Pool.
The new arrangements provide mechanisms for near real-time clearing and settlement of differences between
contractual and physical positions of those buying, selling, producing and consuming electricity. A balancing
mechanism will enable the system operator (National Grid Company) to change levels of generation and demand
near to real-time; and a mechanism for imbalance settlement will provide for the settling of the differences
between net physical and net contractual position of parties.

Electricity supply businesses have incurred significant costs to introduce and operate under NETA, while
the financial impact on distributors has been minimal. Although the UK government proposes that such costs
will ultimately be borne by customers, OFGEM has not allowed recovery of such costs in the price controls
which became effective on April 1, 2000. TXU Europe's ability to manage its purchase price risk depends, in
part, on the continuing availability of properly priced risk management mechanisms such as contracts for
differences and electricity forward agreements. No assurance can be given that an adequate, transparent market
for such products will in fact be available in the future (including NETA).

All markets in the UK are now open to competition, where customers are free to choose their energy
providers. The competition in the UK and further deregulation in continental European markets allows for
creation of a global portfolio management business model. Under this model, TXU Europe will manage a
portfolio of generation assets, contracts and customer relationships as a single unified energy business. To that
end, in early 2001, TXU Europe will undertake an internal reorganization to reflect a greater integration of the
energy business. The Energy Retail and Portfolio Trading and Power segments for TXU Europe will be
combined operationally and organizationally into one business managed similarly by geographic locations.

Energy Retail

TXU Europe has integrated its electricity and gas retailing operations into a single energy business. The
electricity retailing business involves the sale to customers of electricity that is purchased from the Pool. Pool
price risk is managed on behalf of the retail business by TXU Europe Energy Trading. The energy business is
charged a regulated price by transmission and distribution companies, including Eastern Electricity, for the
physical delivery of electricity.

In August 2000, retail operations of TXU Europe were enhanced by the acquisition of the retail business of
Norweb Energi, which had 1.8 million electricity and 0.4 million gas customers at acquisition date. Coupled
with TXU Europe's existing supply business, the acquisition created the UK's second largest energy retailer and
the largest electricity retailer. Also in August 2000, TXU Europe contracted its customer service functions to
Vertex to take advantage of their lower customer service charges while ensuring customers continue to receive
quality service. TXU Europe is seeking new ways to access the energy markets and to form more partnerships
with the objective of reducing costs, improving access to customers and capitalizing on emerging new markets
like the Internet. In December 2000, TXU Europe acquired a 20% interest in Servista.com Limited, an on-line
provider of energy and communications services. TXU Europe will be the sole supplier of energy sold under the
Servista.com brand for an initial period of five years.
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TXU Europe primarily serves markets in the east and northwest of England. The recently acquired
Norweb Energi operations primarily serve markets in the Northwest of England. At December 31, 2000,
including Norweb Energi, TXU Europe supplied electricity to approximately 4.4 million customers. Industrial
and commercial customers accounted for approximately 40% of TXU Europe’s retail sales revenues.

TXU Europe is one of the largest suppliers of natural gas in the UK. At December 31, 2000, TXU
Europe’s market share by volume was estimated at approximately 6% of gas delivered to all customers. At
December 31, 2000, it was supplying gas to approximately 1.1 million customers in the UK, ranging from
residential households to large industrial companies.

Portfolio Trading and Power (formerly Energy Management and Generation)

TXU Europe Power is one of the largest generators of electricity in the UK. Its share of total UK
generating capacity is approximately 9.4%. It currently owns, operates or has an interest in ten power stations in
the UK. TXU Europe Power also owns Nedalo (UK) Limited, the largest supplier of small electrical combined
heat and power plants, which are those with generating capacity of less than 1.5 MW.

Generation Facilities

TXU Europe’s current portfolio of power stations is predominately a mix of combined cycle gas turbine
and coal-fired stations. It represents both plants which run throughout most of the year and plants which run
only during periods of high demand. TXU Europe’s portfolio of power stations provides flexibility in managing
the price and volume risks of its energy contracts and has enabled TXU Europe to diversify its fuel supply risk.

Further information on TXU Europe’s interests in power stations in the UK is set out in the following table
and discussed further below. In all cases, installed generating capacity is equal to registered generating capacity
except for two units, which have registered generating capacities of 405 MW and 380 MW, respectively, but
installed generating capacities of 360 MW and 340 MW, respectively.

Net
Electric ‘ Generating
Generating Capability
Units Fuel Source (MW) Percent

5 COAlTITEA ...ttt ebeenaeeeare s 5,949 87.1
3 Combined cycle gas turbing (2) .........coeeeveerevereerereccenecnneenne 835 12.2
2 Combined heat and POWET ........ccccevvvevreirnrenniennccccens __ 46 7

TOtAL ..t 6.830 100.0

(a) Includes TXU Europe’s approximately 13.5% interest (135 MW) in a 1,000 MW plant.

West Burton, Rugeley B and Ironbridge. In June 1996, TXU Europe assumed operational and commercial
control, through a combination of lease and outright purchase from National Power, of all of the assets and a
portion of the liabilities of the West Burton, Rugeley B and Ironbridge power stations. TXU Europe exercised
the option to purchase the freehold land in January 2001.

Drakelow C and High Marnham. TXU Europe has leased the land, buildings and plant at the Drakelow C
and High Marnham power stations from PowerGen for 99 years, under agreements entered into in July 1996.
PowerGen is responsible for decommissioning costs if TXU Europe decides to close these stations during the
term of the leases.

25



Czech Republic. TXU Europe has an interest of approximately 84% in Teplarny Brno, a district heating
and generation company based in Brno, the second largest city in the Czech Republic. Teplarny Brno owns oil
and gas-fired plants that are capable of generating approximately 1,000 MW of energy in the form of steam and
hot water, which is sold principally to industrial and residential customers. Teplarny Brno has further generation
capacity of approximately 192 MW of electricity and 86 MW of heat capacity. It also owns a 169 kilometer
pipeline network for distributing heat to customers’ premises.

Poland. TXU Europe has a 49% interest in Zamosc Energy Company, a joint venture with the Polish
regional distribution company, Zamejska Korporacja Energetyczna SA, which was established to develop power
plants in southeast Poland. The company has decided not to proceed with earlier proposals to develop a 125
MW combined cycle gas turbine at Jaroslaw.

Finland. TXU Europe owns 81% of a joint venture, called TXU Nordic Energy Oy, with the remainder
owned by certain shareholders of Pohjolan Voima Oy (PVO), Finland’s second largest electricity generator.
TXU Nordic Energy is entitled to the output from approximately 584 MW of PVO’s thermal generating capacity
and a wholesale trading business formerly owned by the industrial shareholders of PVO.

Germany. On January 8, 2001, TXU Europe acquired 51% of Kiel AG, a municipal utility, which has 175
MW of generation capacity.

Other Projects

In December 1998, TXU Europe received government consent to build a 215 MW combined heat and
power plant to provide heat and power to Shotton Paper on Deeside in the UK. The completion of the power
station is scheduled for the third quarter of 2001.

The UK government imposes an obligation on electricity suppliers to purchase a portion of their
requirements from renewable energy sources under the non-fossil fuel obligation levy plan. Renewable energy
sources are those that are not currently consumed faster than they are replenished. Renewable energy sources
include solar and wind power. In April 1999, TXU Europe announced that a one MW wind turbine in Northern
Ireland had successfully completed tests and had begun generating electricity. Subsequently, another 1.3 MW
wind turbine has entered operation in Orkney, together with a 0.4 MW generator in North Wales that uses the
flow of river water for power. TXU Europe is currently seeking approval to build a total of approximately 75
MW of wind energy, hydro and biomass generation facilities. In addition, TXU Europe recently announced a
joint venture with Anglian Water to construct a number of generating stations which will process almost half of
Anglian Water's sewage production; the prototype plant is rated at 10MW. Additional opportunities for
renewable energy projects including the gasification of municipal solid waste are also being considered.

Portfolio Management/Energy Trading

Typically, holders of public electricity supply licenses issued under the UK Electricity Act 1989 of Great
Britain (Electricity Act) in connection with supply and distribution within their authorized area are exposed to
risk, as they are obliged to supply electricity to their customers at stable prices but have to purchase almost all
the electricity necessary to supply those customers from the Pool at prices that are constantly changing. The
ownership of generating assets reduces the risk associated with such price volatility as well as providing a high
level of flexibility that both enables and enhances portfolio optimization.

TXU Europe began as a regional electricity company, operating what is now the largest electric networks
business and one of the largest supply businesses in the UK. As the UK energy market has become increasingly
competitive, TXU Europe has been a pioneer in the development of the flexible energy portfolio concept in the
UK. The growth in TXU Europe’s electric generation and gas production assets has provided the opportunity to
hedge TXU Europe’s retail electricity and natural gas contracts and commitments to customers. TXU Europe
Energy Trading now has a substantial portfolio of positions in physical assets and contracts with which it can
supply electricity and gas to TXU Europe and other industry participants. The physical positions are a natural
hedge to the risks associated with TXU Europe’s retail operations. To the extent TXU Europe is naturally
hedged, TXU Europe can avoid the expenses of entering into alternative hedging arrangements. However, the
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physical positions are not an exact match with TXU Europe Energy Trading’s supply commitments to other
customers. Therefore TXU Europe Energy Trading manages the remaining exposure through contracts by
adjusting the balance of supply and demand in TXU Europe’s portfolio, by varying power station and gas field
output, by contracting with counterparties and by adjusting trading prices to the retail operations. The variety of
physical and financial resources and customers in TXU Group's energy business provides flexibility to respond
more quickly to structural changes in energy markets in the UK and in continental Europe.

Overall, TXU Europe Energy Trading integrates all aspects of TXU Europe’s energy business. It
coordinates TXU Europe’s energy operations, taking into account anticipated demand and the availability to
TXU Europe of electricity and natural gas from all sources, including generation, and contracted supplies. TXU
Europe Energy Trading also earns revenue by providing risk management services to other energy generators
and retailers to assist them in managing their Pool/market price risk.

The overall electricity and gas positions are managed by reference to risk exposure limits that are
monitored by a risk management team within TXU Europe. The risk management team verifies that the trading
instruments employed have been approved for use by TXU Europe Energy Trading and carries out credit checks
on current and proposed counterparties. TXU Europe’s ability to manage that risk in the future will depend, in
part, on the terms of its supply contracts, the continuation of an adequate market for financial instruments and
the performance of its generating and gas assets.

In order to help meet the expected needs of its natural gas wholesale and retail customers, including TXU
Europe’s power stations, TXU Europe has entered into a variety of gas purchase contracts. As of December 31,
2000, the commitments under long-term purchase contracts amounted to an estimated £633 million ($945
million), covering periods of up to 8 years. Estimated sales commitments, including estimated power station
usage at the same date amounted to approximately £3.0 billion ($4.5 billion) covering periods up to 8 years.

TXU Europe Energy Trading also purchases coal, oil and natural gas for TXU Europe’s UK power
stations. On February 1, 2001, TXU Europe announced it had agreed to sell its interest in the North Sea gas
fields for approximately £138 million ($201 million) as part of its efforts to reposition its energy portfolio.

TXU Europe is also forming various business alliances with European power companies and expects to
implement a similar strategy in other parts of continental Europe as markets there open to competition.

In September 1999, the energy management business established an office in Geneva, Switzerland, which
coordinates European energy management and development projects. In its first full year of operation, the
Central European operations traded 157 Terrawatt hours (TWh) equivalent of power and gas in 2000 compared
with 5 TWh equivalent in 1999.

Nordic operations (which are carried out primarily in the Scandinavian countries of Finland, Norway and
Sweden) had power trades of 156 TWh in 2000 compared with 37 TWh in 1999. The energy management
business also trades on the Nord Pool, the electricity trading market in Scandinavia and has access to 139 MW of
hydro output in Norway for 53 years. In December 1999, TXU Europe announced it would import electricity
from Russia as part of an arrangement between PVO and the Russian national utility RAO UES (UES). The
portion of electricity allocated to TXU Europe under the arrangement will be supplied to TXU Nordic Energy.
TXU Nordic Energy is entitled to 190 MW of the 400MW that will be imported by PVO from UES. Under the
arrangement, which began January 1, 2001 and lasts until 2004, UES will sell 667 million kilowatt hours (kWh)
to PVO in the first year and up to 2.67 billion kWh each year after 2001. The electricity will be supplied
through an electricity complex in Vyborg, a city on the Russian-Finnish border.

In December 1999, TXU Europe made an investment in Savon Voima Oyj (SVO), a regional electricity
distributor in central Finland. The investment was a purchase of approximately 40% of SVO’s share capital.
The remaining interest in SVO is currently owned by 29 local municipalities. There are put options exercisable
by the municipalities which if exercised would automatically give TXU Europe a controlling interest. The
purchase was part of TXU Europe’s overall strategy to manage a flexible Nordic energy portfolio and to develop
TXU Europe’s Nordic businesses working with local partners.
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Spain

In Spain, TXU Europe has a 19.2% minority shareholding in Hidrocantdbrico. On January 25, 2001, TXU
Europe entered into a commitment to sell its interest in Hidrocantabrico to a consortium led by Electricidade de
Portugal S.A., the Portugese utility company, and Spanish savings bank Caja de Ahorro de Asturias (Cajastur).

Electricidade de Portugal and Cajastur unconditionally offered €24 ($22.60) per share for 100% of
Hidrocantabrico.

Electricity Networks

UK

TXU Europe’s electricity networks business consists of the ownership, management and operation of the
electricity distribution network within TXU Europe’s authorized area. TXU Europe receives electricity in
England and Wales from The National Grid Company plc (National Grid). TXU Europe then distributes
electricity to end users connected to TXU Europe’s distribution system.

Almost all electricity customers in TXU Europe’s authorized area are connected to and dependent upon
TXU Europe’s distribution system. TXU Europe distributes approximately 33,400 GWh of electricity annually
to over three million customers, representing more than seven million people. The distribution by TXU Europe
of electricity in its authorized area is regulated by its public electricity supply license, which, other than in
exceptional circumstances, is due to remain in effect until at least 2025.

TXU Europe receives electricity from National Grid at 19 supply points within its authorized area and five
points in the authorized areas of neighboring regional electricity companies. Most of this electricity is received
at 132 kilovolts. It is then distributed to customers through TXU Europe’s system of approximately 35,100
kilometers of overhead lines, 55,200 kilometers of underground cable and numerous transformers and circuit
breakers, through a series of interconnected networks operating at successively lower voltages. TXU Europe
also receives electricity directly from generating stations located in its authorized area and, from time to time,
from customers’ own generating plants and connections with neighboring regional electricity companies.

Most of the revenue from use of the distribution system is from TXU Europe’s electricity retail operations.
The rest is derived from holders of second tier supply licenses in respect of the delivery of electricity to their
customers located in TXU Europe’s service area.

The distribution charges levied by subsidiaries of TXU Europe and the other regional electricity companies
consist of charges for use of the system and charges for other services outside the scope of the price control,
including connection charges. Distribution and supply charges are regulated by conditions in TXU Europe’s
public electricity supply license, which sets out a formula for determining the maximum average charge per unit
distributed in any year. Most of the charges for the use of the distribution system are subject to distribution price
controls. See Regulation and Rates.
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In April 2000, TXU Europe and EDF London Investments plc, a subsidiary of Electricité¢ de France, began
operation of an equally-held joint venture named "24seven", for the management, operation and maintenance of
their subsidiaries' respective electricity distribution networks. TXU Europe accounts for its investment in
24seven by the equity method of accounting. Employees of the joint venturers’ subsidiaries, Eastern Electricity
and London Electricity plc, were transferred to 24seven. The physical distribution system assets, as well as all
operating licenses, continue to be owned separately by Eastern Electricity and London Electricity plc.

REGULATION AND RATES

The electricity industry in the UK, including TXU Europe, is subject to regulation under, among other
things, the Electricity Act, the Utilities Act 2000 and UK and European Union (EU) environmental legislation.
TXU Europe is also subject to existing UK and EU legislation on competition and regulation in its gas business.
TXU Europe has all of the necessary franchises, licenses and certificates required to enable it to conduct its
businesses.

The Utilities Act 2000 (Utilities Act) was passed on July 28, 2000 and is expected to become effective
April 1, 2001. The Utilities Act amends both the Gas Act 1986 and the Electricity Act 1989. The goals of the
Utilities Act are to place the consumer interest at the core of regulation and to harmonize gas and electricity
regulation. The Utilities Act makes changes to the electricity and gas-licensing framework, but for the most part
license obligations will be carried over as appropriate and will be largely unchanged from those in present
licenses. In addition, the regulators of gas and electricity markets are combined into a single regulatory body, the
Gas and Electricity Markets Authority (the Authority), which will consist of a Chairman and Members appointed
by the Secretary of State for Trade and Industry, and is supported by the Office of Gas and Electricity Markets
(OFGEM).

Electricity Retailing — Subject to specific exceptions, retail suppliers of electricity in the UK are currently
required either to have a public electricity supply license for an authorized area or to obtain a "second tier"
supply license. Public electricity supply license holders are required under the Electricity Act to provide a
supply of electricity upon request to any premises in their authorized area, except in specified circumstances.
Each public electricity supply license holder is subject to various obligations under its public electricity supply
license. These include prohibitions on cross-subsidies among its various regulated businesses and discrimination
in respect to the supply of customers. Each public electricity supply license holder is also required to offer open
access to its distribution network on non-discriminatory terms. This obligation includes a requirement not to
discriminate between its own supply business and other users of its distribution system. Public electricity supply
license holders are subject to separate controls on the tariffs to ex-franchise customers and in respect of
distribution charges.

On August 3, 2000, TXU Europe acquired the supply business interests of Norweb plc, (Norweb). The
agreement for the purchase of Norweb includes the eventual transfer of the current Norweb plc Public Electricity
Supply (PES) license-area customers (franchise or “in area” customers) and the transfer of Norweb’s interest in
power purchase agreements to TXU Europe. TXU Europe expects contracts with Norweb PES customers to be
in place under the Utilities Bill in early 2001. Meanwhile, Norweb’s economic interest in the franchise
customers and power purchase agreements have been effectively transferred to Eastern Energy through an
agency agreement. TXU Europe acts as Norweb’s agent in meeting its obligations under its PES license as they
relate to the supply of electricity. All of Norweb’s “out-of-area” electricity and all gas customers were
transferred to TXU Europe on August 3, 2000.

Electricity Supply Price Regulation — Supply charges in the ex-franchise market are regulated by a
maximum price control that applies to each tariff in the residential and small business customer market and
effectively provides customers with price guarantees. The supply price controls became effective on April 1,
2000, and the scope of the controls has been reduced to remove all small business and some domestic customers
from direct price controls. TXU Europe’s directly controlled tariffs were reduced by an average of 7.1% from
April 1, 2000 as required by the new controls, giving rise to an estimated reduction in annual revenues of
approximately £15 million ($23 million). As the market is opened to competition, it is expected that price
restraints will no longer be applied to domestic customers. The Director General of Electricity Supply (DGES)
has indicated that he hopes to be able to remove price controls effective April 1, 2002.
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Gas Supply — The natural gas supply activities of TXU Europe are principally regulated by the Authority
under the UK Gas Act 1986 (as amended) and by the conditions of TXU Europe’s gas licenses. A subsidiary of
TXU Europe holds a gas supplier’s license and subsidiaries of TXU Europe currently hold gas shippers’
licenses. TXU Europe’s natural gas supply business is not subject to price regulation. On August 3, 2000, TXU
Europe acquired the gas supply interests of Norweb Gas Ltd. as part of the Norweb Energi acquistion.

Generation — Unless covered by an exemption, all electricity generators operating a power station in the
UK are required to have generation licenses. The conditions presently attached to generation licenses in
England and Wales require the holder, among other things, to be a member of the Pool and to submit the output
of the station’s generating units for central dispatch. Following the implementation of the Utilities Act, these
conditions will be modified to require compliance with the new Balancing and Settlement Code and to require
co-operation with the transition to the NETA. In addition, the restriction on the amount of generation capacity
that can be owned or operated by the successor companies to the old license holders will be removed. Failure to
comply with a license condition may subject the licensee to a variety of sanctions, including enforcement action
by OFGEM through fines, and, where enforcement action is not complied with, license revocation.

In December 1999, following extensive consultation with the industry, the DGES published new proposals
for generation licenses in order to promote fair competition in the generation and trading of electricity. The
proposals sought to ensure that generators with positions of significant market power who are able to exert an
upward influence on prices in the Pool should ensure that their prices closely reflect their costs and that they do
not take unfair advantage of any imperfections in the operation of the Pool. TXU Europe played an active part in
these discussions and accepted the DGES’s proposals on February 7, 2000, subject to an assurance from
OFGEM that the condition would be removed if another generator successfully appealed the matter to the
Competition Commission. Following an eight month inquiry the Competition Commission concluded in
December 2000 that the condition should not be included in the licenses of AES and British Energy, and
OFGEM has now published proposals to remove it from the licenses of TXU Europe and four other generators.
It is expected that this process will be completed in March 2001.

Energy Trading — TXU Europe Energy Trading is permitted by the Financial Services Authority under
the UK Financial Services Act 1986 to deal in contracts for differences, including futures and options in the UK.
A subsidiary of TXU Europe Energy Trading is a joint holder of production licenses relating to its equity
interests in four North Sea natural gas fields. On February 1, 2001, TXU Europe announced it had agreed to sell
its interest in the North Sea gas fields for approximately £138 million ($201 million) as part of its efforts to
reposition its energy portfolio.

Electricity Distribution Price Regulation — A formula determines the maximum average price per unit of
electricity distributed, in pence per kilowatt hour, that a regional electricity company is entitled to charge. This
price, when multiplied by the expected number of units to be distributed, determines the expected distribution
revenues of the regional electricity company for the relevant year.

The formula permits regional electricity companies to retain part of their additional revenues due to
increased distribution of units and allows for a pound sterling for pound sterling increase in operating profit for
efficient operations and reduction of expenses within a review period.

In December 1999, OFGEM issued a report proposing a range of substantial net revenue reductions for the
distribution businesses of all regional electricity companies in the UK. The final proposals for Eastern
Electricity incorporated an initial reduction in allowed revenues for regulated units of 28% from April 1, 2000
with further annual reductions of 3% per year for the next four years, adjusted for inflation. The effect on
revenues was a reduction of £65 million ($99 million), adjusted for inflation and is estimated to be a further
reduction of about £30 million ($45 million) in 2001.
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The DGES may propose amendments to the Distribution Price Control Formula or any other terms of the
license. In the cases where a public electricity supply license holder is not willing to accept modifications to the
license conditions put forward by the DGES, the normal process would be for the DGES to refer the matter to
the Competition Commission, for a determination of whether continued operation without the proposed license
modifications is in the public interest.

COMPETITION

Electricity Retailing — TXU Europe is an active participant in the competitive industrial and commercial
UK electricity market. TXU Europe estimates that this represents a market size of approximately £6 billion
($9.7 billion) per year. TXU Europe competes in the competitive market on the basis of the quality of its
customer service and by competitive pricing. As of December 31, 2000, TXU Europe’s volume in this market
was 16%.

Competition has now been fully introduced for customers in all areas and energy markets of the UK. TXU
Europe competes nationally for residential and small business customers and, by December 31, 2000, it was
supplying 289,000 customers outside its principal geographical markets in the east and north west of England,
and had agreed contracts with a further 27,000 electricity customers. One of the major competitors in TXU
Europe’s traditional service area is Centrica plc (trading as British Gas), which has a substantial presence in
markets nationwide through its existing gas customer base.

Natural Gas Retailing — As a result of UK government action in recent years, the UK retail gas supply
market is open to competition. TXU Europe’s main competitors are Centrica plc and the gas marketing arms of
some major oil companies. Further competition is provided by a number of other electricity companies and
smaller gas suppliers that are independent of the major oil companies, each of which has a minor presence in the
market.

Generation — TXU Europe’s mix of generating plants enables it to operate in the sectors of the market for
both plants that run throughout most of the year and plants that run only during periods of high demand, and to
spread its fuel risks.

Electricity Networks — At present, TXU Europe experiences little competition in the operation of its
electricity distribution system. In limited circumstances, some customers may establish or increase capacity for
their own generation by becoming directly connected to National Grid or by establishing their own generating
capacity; they then avoid charges for the use of the distribution system. TXU Europe does not currently
consider this a significant threat to its electricity networks business.

Customers — There are no individually significant customers upon which the segment’s business or
results of operations are highly dependent.
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AUSTRALIA SEGMENT

GENERAL

Australian operations are engaged in the generation, purchase, distribution, trading and retailing of
electricity and the retailing and storage of natural gas, primarily in the States of Victoria and South Australia.

Operating Statistics

Years Ended December 31
2000 1999* 1998
SALES VOLUMES
Electric (gigawatt-hours - GWh)
RESIAENTIAL ...ttt 2,700 2,543 2,468
Commercial and industrial...........ccccoeveieciriinieneneinieneeeeeese e 2,680 2,966 2,745
TOtal €IECIIIC ..coveeiriiieriiiee e 5,380 5.509 5.213
Gas (billion cubic feet - Bef)
Residential ......co.eeoeeeririninir e 20 19 —
Commercial, industrial and electric generation ..............coceceveeveerrercerenencns _44 _32 —
TOtAl BAS .ottt 64 Sl —
OPERATING REVENUES (millions)
Electric
RESIACNLIAL ......cvcvvevereiiicecete et se bbb s s bbb nnasanans $194 $188 $208
Commercial and industrial...........c.ccocevirieirienienenineeeseree e 144 177 153
TOtal €LECHIIC ...t 338 365 361
Gas
RESIAENtIAL ..ottt 66 67 —
Commercial, industrial and electric generation ............coccoeveevcrenenvecnnenne. 101 61 —
Total gas 167 128 —
Other.....cooieeeieeeeeeeeeee 212 189 78
Total operating revenues $717 $682 $439
CUSTOMERS (end of year - in thousands)
Electric 517 511 500
GBSttt ettt b e bbb 419 410 —

*Volumes and revenues include TXU Australia Gas from date of acquisition on February 24, 1999.

Networks

The electricity and gas distribution networks business distributes electricity to approximately 520,000
supply points located in the eastern suburbs of Melbourne and in rural areas in eastern Victoria, and natural gas
to approximately 440,000 supply points located in the western suburbs of Melbourne and in rural towns in
western Victoria. It also operates a Western Underground Gas Storage (WUGS) facility in western Victoria.

Electricity — TXU Electricity Limited (TXU Australia Electricity) is the holder of an electricity
distribution license, which provides a right to distribute electricity within a defined geographical area in
accordance with a set of conditions that attach to the license. Virtually all customers within TXU Australia
Electricity’s service territory are connected to its distribution network, whether electricity is purchased from
TXU Australia Electricity or any other retail supplier. There is, however, open access to the distribution
network. Open access means that all retailers licensed to sell electricity in Victoria have equal rights of access to
the distribution network. TXU Australia Electricity has the right to charge network tariffs to the retailers who
access its network. These charges provide the primary revenue of its electricity network.
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TXU Australia Electricity’s distribution network is comprised primarily of sub-transmission and
distribution assets. It owns no generating or transmission facilities. TXU Australia Electricity’s distribution
system is interconnected with an intrastate power network, comprised of the operator of the transmission system,
and each of the other distribution companies within Victoria. TXU Australia Electricity has entered into
distribution system agreements with each of the distribution businesses which share the boundaries of its
distribution area to provide for wheeling of electricity on behalf of those distribution businesses and for the
reciprocal provision of other distribution services.

TXU Australia Electricity’s distribution area covers approximately 31,000 square miles from the outer
eastern metropolitan suburbs of Melbourne to the eastern coastal areas of Victoria and north to the New South
Wales border. The distribution service territory encompasses three of the four fastest-growing suburban areas in
Melbourne, Australia’s second-largest city. Almost 60 percent of TXU Australia Electricity’s customers live in
suburban Melbourne.

TXU Australia Electricity distributes electricity to approximately 520,000 supply points in a distribution
territory with a population of approximately 1.2 million. The region accounts for approximately 28% of
Victoria’s population and approximately 35% of its total territory. TXU Australia Electricity’s service territory
has the fastest population growth rate of the service territories of the five Victorian distribution companies, and
is expected to average an annual population growth of approximately 1.5% for the next ten years. TXU
Australia Electricity’s service territory has a predominantly residential and commercial customer base, but also
includes a diverse range of industrial customers, including logging paper mills, food manufacturers, electricity
generators, dairy producers and other light industry. TXU Australia Electricity’s distribution network consists of
approximately 26,000 miles of distribution lines.

Gas — TXU Networks (Gas) Pty Ltd. (Gas Networks) is the holder of a gas distribution license, which
provides a right to distribute gas within a defined geographical area in accordance with a set of conditions that
attach to the license. Networks charges retailers (including TXU Pty. Ltd.) tariffs for providing distribution
services. Under the regulatory arrangements, the initial tariffs are subject to increase or decrease based on a
formula (CPI-X) based on the Consumer Price Index and a multiplier that has been set through December 2002.
TXU Australia also earns revenue from other activities related to its distribution business, some of which are
regulated on a “fair and reasonable” basis.

Gas Networks’ distribution network includes approximately 5,000 miles of pipelines over approximately
800 square miles in the western and northwestern Melbourne metropolitan area, together with 19 rural localities
in central and western Victoria. This network is supplied from a number of supply points from a long-distance,
high-pressure gas transmission pipeline owned by a third party. Gas Networks presently carries gas for two
retailers, TXU Pty. Ltd. and Ikon Energy who have retail franchise customers in areas served by Networks.

Gas Networks’ initial distribution territory overlaps in part with its retail non-competitive agency area. Gas
Networks also transports gas for use by affiliates of Esso Resources Australia Ltd. (Esso) and BHP Petroleum
Pty Ltd. (BHPP) at sites within its distribution areas pursuant to the terms of a gas transportation deed between
the Gas and Fuel Corporation (GASCOR), Esso and BHPP.

WUGS — In November 1998, TXU Australia purchased the rights to construct and operate an underground
gas storage facility near Port Campbell in western Victoria. Construction was completed during 2000. The
facility is now fully operational. It both processes raw gas and stores processed gas.

TXU Australia agreed to acquire three additional gas fields in the Port Campbell area together with their
remaining gas reserves. The acquisition included the right and the obligation to build gas processing facilities to
process both TXU Australia’s own gas and gas from other producers. Pursuant to an Underground Storage,
License and Sale Agreement with the State of Victoria, WUGS is required to keep its business separate from the
retail businesses of TXU Australia and must not offer discriminatory terms in favor of related businesses.
WUGS customers are TXU Pty. Ltd. and other gas retailers for storage services and gas producers for gas
processing. WUGS provides TXU Australia with the strategic advantage of having ready access to an alternative
supply of natural gas at times of peak demand.

33



Retail

The Retail business sells electricity to approximately 517,000 customers located in the eastern suburbs of
Melbourne and in rural areas in eastern Victoria, and natural gas to approximately 419,000 customers located in
the northern suburbs and central business district of Melbourne and in rural towns in the west of the State of
Victoria.

Electricity — TXU Australia Electricity has retailing licenses to sell electricity to contestable customers
(those subject to competition) in Victoria, New South Wales, Queensland, South Australia and the Australian
Capital Territory. TXU Australia Electricity also holds an exclusive franchise to sell electricity to retail
customers with electricity loads of less than 40 MWh/year within the same geographic area of Victoria as its
distribution license. This franchise will be in effect when all customers become able to purchase from retailers
of their choice, which is expected to be January 1, 2002.

Gas — TXU Pty. Ltd. has a retail license, which gives it the exclusive right to supply gas to approximately
419,000 non-contestable customers in its geographic agency area, as agent for GASCOR. Its license also gives it
the right to supply gas to any customer in Victoria after contestability. The Victorian Government has set a
staggered timetable, by which different classes of customers become contestable. The first stage of
contestability began on October 1, 1999 and it is expected that the market will become fully contestable by May
1,2002.

Large industrial and commercial customers that have individual sales contracts have the option of
terminating their contracts when they become contestable, subject to paying all outstanding charges. The current
portfolio of business customers includes food manufacturing, chemicals, paper, health, hospitality and
recreation. Approximately 52% of TXU Pty. Ltd’s agency customers are connected to Gas Networks’
distribution network, with the balance connected to other distributors’ systems.

Energy Trading

The Energy Trading business manages electricity and gas supplies, including purchasing gas and
electricity, generating electricity, trading electricity (both physical and derivatives) within approved risk limits,
managing electricity hedging agreements, and managing gas supplies from WUGS.

Electricity — In the eastern Australia electricity supply industry, generators producing over 30 MW are
required to offer all of their energy output for sale through the wholesale market. Holders of retail electricity
licenses are required to participate in and comply with rules established by the wholesale market operators.
TXU Australia and other distribution and retail companies in Victoria purchase most of their electric energy
needs from the National Electricity Market.

TXU Australia purchased certain assets and liabilities of Optima in May 2000, including a 100-year lease
to operate the gas-powered generation station Torrens Island in South Australia. The output from this plant is
sold into the National Electricity Market. Since the commencement of the National Electricity Market, the
station has acted as the marginal generator in South Australia during most of the trading periods.

Because the spot price of electric energy can vary substantially from time to time, TXU Australia is
exposed to the risk arising from the difference between the fixed price at which it sells electricity and the
variable price at which it purchases electricity from the wholesale market. To manage this risk, it enters into
financial contracts with electric energy generators and others to manage exposure to such price fluctuations.
TXU Australia also enters into various derivative instruments for the purposes of arbitrage and trading in the
Australian energy market. The instruments include swaps, options, futures and forwards.

In May 1999, TXU Australia Electricity entered into a twenty-year option agreement with AES Ecogen
which owns 966 MW of gas-fired generation that is typically used during peak periods of demand for electricity
in Victoria. The agreement provides TXU Australia Electricity with the option to enter into contracts with AES
Ecogen that require the exchange of cash for the difference between the amounts specified in the agreement and
the then current spot price of electricity. TXU Pty. Ltd. also has an agreement to supply gas to AES Ecogen for
20 years.
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Gas — Approximately 98% of Victoria’s current gas supply of 158 Bcf per annum is sourced from Esso
and BHPP. A gas spot market opened in Victoria in April 1999. TXU Pty. Ltd. must specify the injections
(volume and price) it is willing to make from its supply sources, and must settle any imbalance between its
injections and the demands of its customers with counterparties in the spot market. Because of the dominant
volume of the Esso/BHPP supply source, market price volatility has been minimal to date.

As a result of the acquisition of the Torrens Island power station, TXU Australia now purchases over 30
Bcf per annum from producers in South Australia.

REGULATION AND RATES

Gas and Electricity — Entities operating in the gas and electricity industries in Victoria operate under
several legislative acts, regulations and legal documents that form the regulatory framework. This regulatory
framework is outlined below.

Gas Industry Act 1994 and Electricity Industry Act 2000, as amended — These Acts are the primary
legislation governing the reformed gas and electricity industries in Victoria. They complement the national
regulatory framework (see National Access Regime below). They contain the provisions relating to the
privatization of the gas and electricity industries, establish the functions of the key regulatory bodies in the
industries and provide for the establishment of the key regulatory instruments taking effect under the Acts, such
as the Market and System Operations Rules, the Victorian Gas Industry Tariff Order, the Victorian Electricity
Supply Industry Tariff Order and the distribution and retail licenses. They also contain industry cross-ownership
restrictions and government emergency powers.

Office of the Regulator-General Act 1994 — This Act establishes the Office of the Regulator General
(ORG), which has general regulatory authority over regulated industries in Victoria, including gas and
electricity. The ORG has the power to issue licenses for the generation, transmission, distribution and retailing
of gas and electricity in Victoria, and regulates tariffs. It also enforces and administers the various codes
applicable to these licenses, and the application of the Victorian Gas Industry Tariff Order and Victorian
Electricity Supply Industry Tariff Order. These two tariff orders regulate, among other things, the prices that the
distributors and retailers may charge. Until the tariffs are reset, they may be varied (apart from the CPI — X
formula) only to allow for a pass through of certain new taxes, with the consent of the ORG. The tariffs charged
by retailers to non-contestable customers may also be varied, with the consent of the ORG, in the case of certain
force majeure events.

On September 21, 2000, the ORG published its “Determination” in the 2001 Electricity Distribution Price
Review. TXU Australia appealed the Determination with the ORG Appeal Panel on October 2, 2000; and on
October 16, 2000, the Appeal Panel set aside the ORG’s Determination with respect to five matters. On
December 1, 2000, the ORG published a “Redetermination” to reflect the decision of the Appeal Panel. TXU
Australia has sought review of the Determination and the Redetermination in the Supreme Court of Victoria on
the grounds that they do not comply with the requirements of the Victorian Electricity Supply Industry Tariff
Order for the ORG to use price-based regulation adopting a CPI-X approach and not rate of return regulation for
the determination of tariffs. The hearing commenced on March 9, 2001. The Redetermination is and remains in
effect until the Supreme Court sets aside the Redetermination and, unless the Supreme Court orders otherwise,
the ORG makes a further determination in accordance with the order of the Supreme Court.

Voluntary maximum retail prices for electricity customers with usage below 160MWh/year, have been
announced by TXU Australia. Retail prices for non-franchise customers are subject to competitive forces and are
not regulated. Customers who use 40 MWh per year or more have been able to choose their retailer since
January 1, 2001. The retail price will remain regulated for all remaining electricity customers until they become
able to purchase from retailers of their choice, which is expected to be January 1, 2002.
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The distribution tariffs applying to TXU Networks (Gas) are effective until December 31, 2002, when a
new determination of the price path for the following five-year period can be made.

National Access Regime

Gas Industry — On July 1, 1999, the national regulatory regime for regulation of access to gas
transmission and distribution systems was implemented in Victoria. This regime is comprised of the Gas
Pipelines Access Law and the National Third Party Access Code for Natural Gas Pipeline System (National
Access Code).

Gas Networks’ pipelines transferred to it from GASCOR are subject to the National Access Code.
However, TXU Networks (Gas) has an existing access arrangement approved by the ORG that applies until
December 31, 2002, which is deemed to be an access arrangement for the purposes of the National Access Code.

Gas Networks’ access arrangement provides that it will supply distribution services in accordance with the
Distribution Code. The access arrangement further provides that Gas Networks will charge for these services in
accordance with the tariffs for tariffed distribution services set out in the Victorian Gas Industry Tariff Order.
With the exception of extensions that service more than 5,000 customers, Gas Networks’ access arrangement
will apply to any extensions or expansions of the system. Pricing arrangements applicable to these extensions or
expansions are set out in the access arrangement.

Under the National Access Code, Gas Networks is able to specify in an access arrangement certain “fixed
principles” that will apply to the pricing provisions of its next access arrangement. The fixed principles that will
apply to Gas Networks’ next access arrangement, will apply for five years from January 1, 2003. They are set
out in the Victorian Gas Industry Tariff Order and include a requirement for the regulator to:

(i) use incentive-based regulation adopting a CPI-X approach and not rate of return regulation;
(ii) ensure a fair sharing of efficiency gains between customers and the distribution business;
(iii) consider the cost of supplying the services which the distributor supplies; and

(iv) consider any relevant benchmarks in comparable private sector industries.

Electric Industry — On December 13, 1998, the National Electricity Market commenced operation in
Australia. The National Electricity Market, operated by the National Electricity Market Management Company
(NEMMCO), is a wholesale market for the sale of electricity which is combined with an open access regime for
the use of physical electricity networks within the participating states of Australia.

The National Electricity Market currently operates a wholesale electricity pool into which all electricity
output from generators within Victoria, New South Wales and South Australia is centrally pooled and scheduled
to meet the electricity demand of those States. NEMMCO matches the supply and demand requirements among
participants in the National Electricity Market. Generators bid their electricity into the market, offering
NEMMCO different prices for the generation levels. In turn, market customers submit bids and quantities of
demand they wish to be scheduled. These are evaluated and matched with bids by NEMMCO to minimize the
cost of meeting demand and determine the electricity price generators are paid for the electricity they sell into
the market. The clearing price is calculated at half hour intervals each day. It is often referred to as the “spot
price”.

Each electricity supplier is required to purchase electricity either through a pool, unless the electricity is
purchased and consumed on the site of a generating station or purchased from a generator too small to trade
through a pool or through another supplier who has purchased that electricity from a pool. A contestable
customer may also apply to NEMMCO to become a participant in a pool. New participants will be admitted to a
pool if they satisfy NEMMCO that they have sufficient financial standing to meet their financial and other
obligations under the rules of such pool and that they will be able to maintain compliance with the National
Electricity Code.
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TXU Australia Electricity is registered as a market customer for the purposes of the market established
under the National Electricity Code, and purchases its power requirements from the National Electricity Market.
It manages its risk of exposure to high prices in this market, however, by entering into hedging arrangements
with market generators.

COMPETITION

Electric Retail — In July 1996, customers in Victoria with loads greater than 750 MWh/year became
contestable. In July 1998, customers with loads between 160 and 750 MWh/year became contestable. Together
these two customer classes accounted for approximately 49% of total Victorian volumes. In both cases, the
introduction of contestability was accompanied by the entry of several new retailers into the market,
significantly lower prices and switching between retailers. Because of the low profitability of serving these
customers, volume retention has not been a priority to TXU Australia. Customers with loads from 40 to 160
MWh/year became contestable on January 1, 2001. All customers are currently scheduled to have the option to
choose their retailer no earlier than January 1, 2002. Based on information available from the experience of
mass-market competition in other industries and other countries, TXU Australia expects that the competition
will be less intense for these smaller customers.

Gas Retail — Gas consumers, including new connections (except certain affiliates of Esso and BHPP), are
supplied by GASCOR and are not subject to competition until the estimated dates set out below:

Customer Load
Date (Gl/year)*
Currently >500,000
After September 1, 2001 >5,000
After May 1, 2002 All others

* GJ =gigajoules. One gigajoule = approximately .92 Mcf.

Contestable customers will be able to choose their own gas retailer. TXU Australia will cease to supply gas
as an agent of GASCOR to customers who have become contestable and will commence supplying contestable
customers in its own right with gas purchased from GASCOR and other sources.

On average, as competition was introduced in stages in Victoria, customers in the early tranches of
competition were less profitable to TXU Australia than those in the later tranches. While the market is expected
to be competitive, TXU Australia does not expect the same intensity of competition in the early stages as has
been experienced in electricity in Victoria. The incumbent retailers have a significant advantage over new
retailers in their long-term supply contracts with GASCOR. The final class of customers, with loads below
5,000 Gl/year, will become contestable no earlier than January, 2002. As with competition in the electric
industry, TXU Australia’s expectation is that the competition will be less intense for these smaller customers.

Customers — There are no individually significant customers upon which the segment’s business or
results of operations are highly dependent.
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ENVIRONMENTAL MATTERS
US SEGMENTS

TXU Corp. and its US subsidiaries are subject to various federal, state and local regulations dealing with
air and water quality and related environmental matters. (See Management’s Discussion and Analysis of
Financial Condition and Results of Operations.)

Air — Under the Texas Clean Air Act, the Texas Natural Resource Conservation Commission (TNRCC)
has jurisdiction over the permissible level of air contaminant emissions from generating facilities located within
the State of Texas. In addition, the new source performance standards of the Environmental Protection Agency
(EPA) promulgated under the Federal Clean Air Act, as amended (Clean Air Act), which have also been adopted
by the TNRCC, are applicable to certain generating units. TXU Electric’s generating units have been built to
operate in compliance with applicable regulations and emission standards promulgated pursuant to these Acts;
however, due to variations in the quality of the lignite fuel, operation of certain of the lignite-fueled generating
units at reduced loads is necessary from time to time in order for TXU Electric to maintain compliance with
these standards at these units. With these occasional reduced loads, TXU Electric has achieved and continues to
achieve material compliance with the Clean Air Act’s emission standards.

The Clean Air Act includes provisions which, among other things, place limits on the SO, emissions
produced by generating units. In addition to the new source performance standards applicable to SO,, the Clean
Air Act required that fossil-fueled plants meet certain SO, emission allowances by 2000. TXU Electric’s
generating units meet the SO, allowance requirements.

To meet these SO, requirements, the Clean Air Act provides for the annual allocation of SO, emission
allowances to utilities. Under the Clean Air Act, utilities are permitted to transfer allowances within their own
systems and to buy or sell allowances from or to other utilities. The EPA grants a maximum number of
allowances annually to TXU Electric based on the amount of emissions from units in operation during the period
1985 through 1987. TXU Electric intends to utilize internal allocation of emission allowances within its system
and, if cost effective, may purchase additional emission allowances to enable future electric generating units to
meet the requirements of the Clean Air Act. TXU Electric may also sell excess emission allowances. TXU
Electric is unable to predict the extent to which it may generate excess allowances or will be able to acquire
allowances from others if needed but does not anticipate any significant problems in keeping emissions within
its allotted allowances.

TXU Electric’s generating units meet the NO, limits currently required by the Clean Air Act. The TNRCC
and the EPA have proposed rules that will require NO, emission reductions at TXU Electric’s generating units in
the Dallas-Fort Worth area. Additionally, in 1996, TXU Electric elected for an early opt-in under Phase I related
to NO, limits for its coal-fired generating units. This election locks in NO, limits for these generating units for a
ten-year period. The Clean Air Act also requires studies, which began in 1991, by the EPA to assess the
potential for toxic emissions from utility boilers. In December 2000, the EPA published a notice that it intends
to regulate the emissions of hazardous air pollutants, including mercury, from fossil fuel-fired power plants in
the future. Regulations on mercury will be proposed by 2003 to be issued by 2004. TXU Electric is unable to
predict the effects of these regulations. Recently, the EPA issued rules for regional haze; the impact of these
rules, is unknown at this time because the TNRCC must implement the regional haze requirements.

In December 1997, the Conference of the Parties of the United Nations Framework Convention on Climate
Change adopted the Kyoto Protocol, which specifies targets and timetables for certain countries to reduce
greenhouse gas emissions. TXU Electric is unable to predict whether the Kyoto Protocol will be ratified by the
United States Senate and to what extent, if any, such protocol might impact TXU Electric.
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In 1997, the TNRCC required some companies to submit Title V Operating Permit applications for many
of their facilities, including TXU Electric’s generating facilities and certain TXU Gas facilities. All required
Title V Operating Permit applications have been filed, and TXU Electric and TXU Gas have received Title V
Operating Permits for most of their facilities. TXU Electric and TXU Gas anticipate the approval of all pending
permit applications.

Major air pollution control provisions of the 1999 Restructuring Legislation require a 50% reduction in
NO, emissions from “grandfathered” electric utility generating units and a 25% reduction in SO, emissions from
“grandfathered” electric utility generating units. This legislation also provides for an “opt-in” of permitted units
as an alternative to achieve the same reductions, and recovery of reasonable environmental improvement costs
as stranded costs upon approval by the PUC.

The TNRCC has also adopted revisions to its State Implementation Plan (SIP) rules that require an 89%
reduction in NO, emissions from electric utility units in the Dallas-Fort Worth ozone non-attainment area and a
51% reduction in NO, emissions from electric utility units in East and Central Texas. The costs of SIP
reductions are eligible for recovery as stranded costs provided they satisfy the standards for recovery of
environmental improvement costs established by the 1999 Restructuring Legislation provisions. The cost of
compliance will be reduced due to emission trading provisions in the rules.

Additional Clean Air Act regulations have been proposed and others are not yet finalized by the EPA.
TXU Electric believes that the requirements necessary to be in compliance with additional EPA regulatory
provisions probably can be met as they are developed. Estimates for the capital requirements related to the
Clean Air Act are included in TXU Electric’s estimated construction expenditures. TXU Electric currently
believes that if the rules and regulations under the Clean Air Act are adopted as proposed, operating costs that
will be incurred under operating permits, new permit fee structures, capital expenditures associated with
equipment modifications to reduce emissions, or any expenditures on monitoring equipment, in the aggregate,
will not have a materially adverse effect on TXU Electric’s financial position, results of operations or cash
flows.

Water — The TNRCC, the EPA and the RRC have jurisdiction over water discharges (including storm
water) from all domestic facilities. TXU Electric’s and TXU Gas’ facilities are presently in compliance with
applicable state and federal requirements relating to discharge of pollutants into the water. TXU Electric and
TXU Gas have obtained all required waste water discharge permits from the TNRCC, the EPA and the RRC for
facilities in operation and have applied for or obtained necessary permits for facilities under construction. TXU
Electric and TXU Gas believe they can satisfy the requirements necessary to obtain any required permits or
renewals.

Other — Diversion, impoundment and withdrawal of water for cooling and other purposes are subject to
the jurisdiction of the TNRCC. TXU Electric possesses all necessary permits for these activities from the
TNRCC for its present operations.

Treatment, storage and disposal of solid and hazardous waste are regulated at the state level under the
Texas Solid Waste Disposal Act (Texas Act) and at the federal level under the Resource Conservation and
Recovery Act of 1976, as amended, (RCRA) and the Toxic Substances Control Act (TSCA). The EPA has
issued regulations under the RCRA and TSCA, and the TNRCC and the RRC have issued regulations under the
Texas Act applicable to TXU Electric’s and TXU Gas’ facilities. TXU Electric has registered solid waste
disposal sites and has obtained or applied for such permits as are required by such regulations.

Under the federal Low-Level Radioactive Waste Policy Act of 1980, as amended, the State of Texas is
required to provide, either on its own or jointly with other states in a compact, for the disposal of all low-level
radioactive waste generated within the state. The State of Texas has agreed to a compact with the States of
Maine and Vermont for a disposal facility that would be located in Texas. That compact was ratified by
Congress and signed by the President in 1998. The State of Texas had proposed to license a disposal site in
Hudspeth County, Texas, but in October 1998 the TNRCC denied that license application. No appeal was taken
from the denial of the license application, and that denial is now final. The nature and extent of future efforts by
the State of Texas to provide for a disposal site are presently uncertain. TXU Electric will continue to ship low-
level waste material off-site for as long as an alternative disposal site is available. Should existing off-site
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disposal become unavailable, the low-level waste material will be stored on-site. TXU Electric’s on-site storage
capacity is expected to be adequate until other off-site facilities become available.

EUROPE

TXU Europe’s businesses are subject to numerous regulatory requirements with respect to the protection of
the environment. The electricity generation industry in the UK is subject to a framework of national and EU
environmental laws which regulate the construction, operation and decommissioning of generating stations.
Under these laws, each generating station operated by TXU Europe is required to have an authorization which
regulates its releases into the environment and seeks to minimize pollution of the environment taken as a whole,
having regard to the best available techniques not entailing excessive cost. These authorizations are issued by
the Environment Agency which has the responsibility for regulating the impact of TXU Europe’s generating
stations on the environment. The principal laws which have environmental implications for TXU Europe are the
UK Electricity Act, the UK Environmental Protection Act 1990 and the UK Environment Act 1995.

The UK Electricity Act requires TXU Europe to consider the preservation of natural beauty and the
conservation of natural and man-made features of particular interest when it formulates proposals for
development of power stations with a capacity in excess of 50 MW or installation of overhead power lines.
Environmental assessments are required to be carried out in some cases, including overhead line constructions at
high voltages and generating station developments. TXU Europe has produced Environmental Policy
Statements and Electricity Act Schedule 9 Statements which explain the manner in which it complies with its
environmental obligations.

TXU Europe has approximately 680 and 192 kilometers of underground cables insulated with an oil-filled
wrap which operate at 33-kV and 132-kV, respectively. This type of cable is in common use by utilities in the
UK and parts of continental Europe. These cables generally supply substantial amounts of electricity to large
substations in urban areas and to large customers. Most of TXU Europe’s cables are between 30 and 50 years
old. TXU Europe operates these cables in accordance with the UK Environment Agency’s Operating Code for
Fluid-Filled Cables, monitoring and repairing both gradual and substantial leaks that arise through age
deterioration and damage by a third party. TXU Europe has a program to reduce oil leakage and minimize the
possibility of pollution to watercourses and ground water. This involves establishing a more effective standard
procedure for dealing with cable leaks and implementation of an effective monitoring system. TXU Europe also
has a plan for gradual replacement and refurbishment of these cables with more modern solid cables in the
future. TXU Europe believes that its existing monitoring systems and planned replacement and refurbishment
program effectively minimize the risk of major environmental incidents or additional replacement expenditures.
TXU Europe could incur significant expenditures if it were required to replace its fluid-filled cables, other than
in the ordinary course of business, pursuant to new or existing legislation; however, TXU Europe is not aware of
any plans of any governmental authority to impose that kind of requirement.

The principal EU Directive affecting atmospheric emissions to the environment is the Large Combustion
Plants Directive, which required the UK to reduce its SO, and NO, emissions. Discussions are under way in the
EU regarding an update of the Large Combustion Plants Directive which will introduce tighter emission controls
as well as national limits for 2010. The UK Environmental Agency has recently reviewed each coal-fired
station's authorizations and has modified the limits for SO, emissions to apply in the period to 2005. TXU
Europe Group is building a flue gas desulphurization plant at its West Burton station to reduce the sulphur
output of the plant; it is anticipated that the flue gas desulphurization plant will begin operating in autumn 2003.

At a local level, the UK’s Air Quality Strategy provides set targets for 2005 and places a duty on local
authorities to review air quality with a view to setting up action plans for management in places where targets
are unlikely to be met. When adverse meteorological conditions occur, some generating stations might have to
introduce measures to comply with these targets, which could include installation of costly equipment or
reduction of the operating level of the stations.
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The UK is a signatory to the Kyoto Protocol and this involves a 12% reduction in carbon dioxide emissions
by 2010 if the Protocol is ratified. The UK government is proposing to introduce a tax on the business use of
energy in order to reduce energy consumption. TXU Europe is unable to predict what impact any
implementation of the Kyoto Protocol would have on it.

TXU Europe believes that it is currently in compliance with, has taken, and intends to continue to take,
measures to comply, in all material respects, with the applicable law and government regulations for the
protection of the environment. There are no material legal or administrative proceedings pending against TXU
Europe with respect to any environmental matter.

All the regional electricity companies are obliged to obtain a specified amount of generating capacity from
renewable, or non-fossil fuel, sources. Because electricity generated from renewable energy sources is generally
more expensive than electricity from fossil fuel plants, a non-fossil fuel obligation levy has been instituted to
reimburse the generators and the regional electricity companies for the extra costs involved. The Director
General of Electricity Supply sets the rate of the non-fossil fuel obligation levy annually. The current non-fossil
fuel obligation levy is 0.9% of the value of sales of electricity made in England and Wales and 0.8% of the value
of sales of electricity made in Scotland.

AUSTRALIA

TXU Australia is subject to various Australian federal, Victorian and South Australian States
environmental regulations, the most significant of which are the Victorian Environmental Protection Act of 1970
and the South Australian Environment Protection Act of 1993. Both Acts regulate, in particular, the discharge
of waste into air, land and water, site contamination, the emission of noise and waste management. Both Acts
also established their respective state Environmental Protection Authorities (EPA) and grant the EPA a wide
range of powers to control and prevent environmental pollution. These powers include issuing approvals for
construction of works, which may cause noise or emissions to air, water or land. The powers also include issuing
licenses for activities of environmental significance and pollution abatement notices.

The Torrens Island power station in South Australia has a license to carry out activities of environmental
significance including the discharge of warm cooling water into the marine environment, subject to certain
conditions. The conditions relate to temperature rise limit, temperature monitoring and reporting obligations to
the EPA. TXU Australia has complied with its license conditions.

In Victoria, no licenses or works approvals from the EPA are currently required for activities undertaken
by TXU Networks. An EPA Works approval was issued for the construction of WUGS’s Iona facility and a
Commissioning approval was issued for the operation of the facility to date.

TXU Australia through the TXU Australia Gas and Optima acquisitions was allocated certain properties
that are contaminated. A liability of A$12 million ($7 million) is recorded in the balance sheet for land
reclamation in relation to TXU Australia Gas’ contaminated properties. A liability of A$8 million ($4 million)
is also recorded for site restoration in relation to the acquisition of the business of Optima. The liabilities are
based on the estimate of the land reclamation and site restoration costs following limited site reviews and
testings. These costs may increase if the extent of contamination is worse than testing indicated at the time of
the limited reviews. Under the Acts, the EPA has the power to order TXU Australia to incur such costs to
remedy the contamination of land.
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Item 3. LEGAL PROCEEDINGS

TXU Corp. and its subsidiaries are party to lawsuits arising in the ordinary course of their business. TXU
Corp. believes, based on its current knowledge and the advice of counsel, that the ultimate resolution of all such
lawsuits and resulting claims would not have a material adverse effect on its financial position, results of
operation or cash flows.

US — In August 1998, the Gracy Fund, L.P. (Gracy Fund) filed suit in the United States District Court for
the Northern District of Texas against EEX Corporation, formerly Enserch Exploration, Inc. (EEX), TXU Corp.,
David W. Biegler, Gary J. Junco, Erle Nye, Thomas Hamilton and J. Phillip McCormick. The Gracy Fund
sought to represent a certain class of purchasers of the common stock of ENSERCH Corporation (now TXU
Gas) and EEX, based upon claims of various violations of the Securities Act of 1933 (Securities Act) and the
Securities Exchange Act of 1934 (Exchange Act). Also in August 1998, Stan C. Thorne (Thorne) filed suit in
the United States District Court for the Southern District of Texas against EEX, TXU Gas, DeGolyer &
MacNaughton, David W. Biegler, Gary J. Junco, Fredrick S. Addy and B. K. Irani and sought to represent a
certain class of purchasers of common stock of EEX. In December 1998, the United States District Court for
the Northern District of Texas issued an Order consolidating the Gracy Fund and the Thorne suits (Consolidated
Action). In January 1999, the Gracy Fund et al. filed an amended class action complaint in the Consolidated
Action against EEX, TXU Gas, David W. Biegler, Gary J. Junco, Thomas Hamilton, J. Philip McCormick,
Fredrick S. Addy and B. K. Irani. TXU Corp. and Erle Nye were omitted as defendants pursuant to a tolling
agreement. The individual named defendants are current or former officers and/or directors of EEX, and Mr.
Biegler has been an officer and director of TXU Gas. The amended complaint alleges violations of provisions of
the Securities Act and the Exchange Act. The plaintiff in the Consolidated Action represented a class of persons
acquiring stock of ENSERCH Corporation and/or EEX between August 3, 1995 and August 5, 1997, inclusive.
The parties to the Consolidated Action entered into an agreement that formed the basis of the settlement of this
litigation, the terms of which required TXU Gas to pay $5 million as its portion of the settlement. On December
28, 2000, the Court entered an Order approving the settlement and dismissing the case.

UK — In February 1997, the official government representative of pensioners (Pensions Ombudsman) made
a final determination against the National Grid Company plc (National Grid) and its group trustees with respect
to complaints by two pensioners in National Grid’s section of the Electricity Supply Pension Scheme (ESPS).
The determination related to the use of the pension fund surplus resulting from the March 31, 1992 actuarial
valuation of the National Grid section to meet certain costs arising from the payment of pensions on early
retirement upon reorganization or downsizing. This determination was set aside by the High Court on June 10,
1997, and the arrangements made by National Grid and its group trustees in dealing with the surplus were
confirmed. The two pensioners appealed this decision to the Court of Appeal and judgment was received. The
judgment endorsed the Pensions Ombudsman’s determination that the corporation was not entitled to
unilaterally deal with any surplus. National Grid made an appeal to the House of Lords. The appeal was heard
in February 2001 and judgment is expected to be handed down in the second quarter of 2001. If a similar
complaint were to be made against TXU Europe in relation to its use of actuarial surplus in its section of the
ESPS, it would vigorously defend the action, ultimately through the courts. However, if a determination were
finally to be made against it and upheld by the courts, TXU Europe could have a potential liability to repay to its
section of the ESPS an amount estimated by TXU Europe to be up to £45 million ($68 million), exclusive of any
applicable interest charges.
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In August 2000, the Spanish Stock Market Commission announced it was opening an investigation as to
whether TXU Europe and Electrabel acted in concert over share purchases of Hidrocantabrico in order to avoid
making a formal takeover bid. TXU Corp. was originally named as a party but is seeking its removal from these
proceedings. If the two utilities are found to be in violation of Spanish securities law, they could face a
substantial fine and other restrictions. The investigation may last until February 2002. TXU Europe is unable to
determine what impact there may be, if any, as a result of the investigation. TXU Europe and TXU Corp.
believe there has been no violation of Spanish securities laws and are fully cooperating with the investigation.

On January 25, 1999, the Hindustan Development Corporation (HDC) issued arbitration proceedings in the
Arbitral Tribunal in Delhi, India against The Energy Group PLC (TEG) (now Energy Holdings (No.3) Limited),
claiming damages of £255 million ($413 million) for breach of contract following the termination of a Joint
Development Agreement dated March 20, 1997 relating to the construction, development and operation of a
lignite based thermal power plant at Barsingsar, Rajasthan. On November 21, 2000, the Arbitrators issued their
decision and dismissed HDC’s claim in full, and TEG was liable for only its own legal costs involved in the
case, an estimated £1 million ($1.5 million). On December 21, 2000, HDC filed a Request for Clarification of
the Arbitrators’ decision (Request) under Section 33 of the Arbitration and Conciliation Act, the purpose of
which is to entitle a party to arbitration to seek clarification of language used in the Arbitrators’ decision. TEG
filed its response to the Request on January 15, 2001 asserting that the Request was untimely made and that the
language used by the Arbitrators needed no clarification. TXU Europe believes that the Arbitrators’ will have
no alternative but to dismiss the Request. The effect of filing the Request has been to stay the time HDC has to
file an appeal of the Arbitrators’ decision.

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.
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Name of Officer

EXECUTIVE OFFICERS OF TXU CORP.

Positions and Offices Date First Elected to
Presently Held Present Offices
(Current Term (Current Term
Expires Expires
Age on May 11, 2001) on May 11, 2001)

Business Experience
(Preceding Five Years)

Erle Nye

H. Jarrell Gibbs

David W. Biegler

Brian N. Dickie

Michael J. McNally

Barbara B. Curry

There is no family relationship between any of the above-named Executive Officers.

63 Chairman of the Board May 23, 1997
and Chief Executive

63 Vice Chairman August 5, 1997

54 President May 12,2000

45 Executive Vice May 14, 1999
President

46 Executive Vice May 23, 1997
President and Chief
Financial Officer

46 Executive Vice September 14, 2000
President
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Chairman of the Board and Chief
Executive of TXU Corp., TXU
Electric and TXU Gas; prior
thereto, President and Chief
Executive of TXU Corp. and
Chairman of the Board and Chief
Executive of TXU Electric.

Vice Chairman of the Board of TXU
Corp. and TXU Gas; prior thereto,
President of TXU Electric and prior
thereto, Vice President and
Principal Financial Officer of TXU
Corp.

President of TXU Corp. and Group
President of TXU Electric and
TXU Gas; prior thereto, President
and Chief Operating Officer of
TXU Corp.,, TXU Electric and
TXU Gas; prior thereto, Chairman,
President and Chief Executive
Officer of TXU Gas.

Executive Vice President of TXU
Corp., and President of TXU
Energy Group;, prior thereto
President and Chief Operating
Officer of BoozeAllen & Hamilton,
Inc.; prior thereto President,
Worldwide Commercial Business
of Booz*Allen & Hamilton, Inc.

Executive Vice President and Chief
Financial Officer of TXU Corp.;
prior thereto President, Transmission
Division of TXU Electric; prior
thereto, Principal of Enron
Development Corporation; prior
thereto, Managing Director Enron
Capital and Trade Resources.

Executive Vice President of TXU
Business Corp.; prior thereto,
Executive Vice President of TXU
Business Services and, prior
thereto, Assistant to the Chairman
of TXU Corp.



PART 11

Item 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

TXU Corp.’s common stock is listed on the New York, Chicago and Pacific stock exchanges (symbol:
TXU). The price range of the common stock of TXU Corp. on the composite tape, as reported by The Wall
Street Journal and the dividends paid for each of the calendar quarters of 2000 and 1999 were as follows:

Price Range Dividends Paid
Quarter Ended 2000 1999 2000 1999
High Low High Low
March 31 $36.8750 $25.9375 $47.1875 $40.5625 $ .60 $0.575
June 30, 36.1250 29.5000 45.7500 37.6250 .60 0.575
September 30 ... 40.1250 29.8125 43.6875 35.5000 .60 0.575
December 31 ... 45.2500 34.5625 40.0000 32.7500 .60 0.575

$2.40 $2.300

TXU Corp., or its predecessor TEI, have declared common stock dividends payable in cash in each year
since TEI’s incorporation in 1945. The Board of Directors of TXU Corp., at its February 2001 meeting,
declared a quarterly dividend of $0.60 a share, payable April 2, 2001 to shareholders of record on March 9,
2001. Future dividends may vary depending upon TXU Corp.’s profit levels and capital requirements as well as
financial and other conditions existing at the time.

The number of record holders of the common stock of TXU Corp. as of February 28, 2001 was 77,498.

Item 6. SELECTED FINANCIAL DATA

The information required hereunder for TXU Corp. is set forth under Selected Financial Data included in
Appendix A to this report.

Item 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The information required hereunder for TXU Corp. is set forth under Management’s Discussion and
Analysis of Financial Condition and Results of Operations included in Appendix A to this report.

Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The information required hereunder for TXU Corp. is set forth in Management’s Discussion and Analysis
of Financial Condition and Results of Operations included in Appendix A to this report.

Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
The information required hereunder for TXU Corp. is set forth under Statement of Responsibility,
Independent Auditors’ Reports, Statements of Consolidated Income, Statements of Consolidated Comprehensive

Income, Statements of Consolidated Cash Flows, Consolidated Balance Sheets, Statements of Consolidated
Common Stock Equity and Notes to Financial Statements included in Appendix A to this report.
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Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

On August 6, 1999, TXU Europe, an indirect wholly-owned subsidiary of TXU Corp., appointed Deloitte
& Touche as its principal accountants to audit its financial statements for the year ended December 31, 1999.
For further details refer to TXU Corp. report on Form 8-K filed on August 12, 1999.

PART III

Item 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Information with respect to this item is found under the heading Election of Directors in the definitive
proxy statement to be filed by TXU Corp. with the Commission on or about March 23, 2001. Additional
information with respect to Executive Officers of TXU Corp. is found at the end of Part I.
Item 11. EXECUTIVE COMPENSATION

Information with respect to this item is found under the headings Election of Directors and Executive
Compensation in the definitive proxy statement to be filed by TXU Corp. with the Commission on or about
March 23, 2001.
Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

Information with respect to this item is found under the heading Beneficial Ownership of Common Stock
of the Company in the definitive proxy statement to be filed by TXU Corp. with the Commission on or about
March 23, 2001.
Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

None.
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PART IV

Item 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K

Page
(a) Documents filed as part of this Report:

Financial Statements (included in Appendix A to this report):
Selected Financial Data - Consolidated Financial and Operating Statistics ..............c...... A-2
Management’s Discussion and Analysis of Financial Condition

and Results of OPerations..........cccccceeererereneninentetecetercrenesie et A-4
Statement of ReSPOnSIibility ..........ccceeveerreririnreineiiiiiie s A-29
Independent Auditors’ REPOITS.......ccevviviiviriniininiiniiiiiniceceeec e e A-30
Statements of Consolidated Income for each of the three years in the

period ended December 31, 2000...........cccovuiiniiiinniiiiineee s A-32
Statements of Consolidated Comprehensive Income for each of the

three years in the period ended December 31, 2000.........cccoevivreininniiniininiinieninnnne A-33
Statements of Consolidated Cash Flows for each of the three years in

the period ended December 31, 2000 ..........ccccovuviiiniiinriinrireiieieere e A-34
Consolidated Balance Sheets, December 31, 2000 and 1999.........ccccoecvevvenniinnnninnennn. A-35
Statements of Consolidated Shareholders’ Equity for each of the three years in

the period ended December 31, 2000 ........c.ccccevveiiviiiiininiiieniceeeene e A-36
Notes to Financial Statements...........ccoccvviiiiniiiiiiiiiiiiiiie e A-37

The consolidated financial statement schedules are omitted because of the absence of the conditions
under which they are required or because the required information is included in the consolidated financial
statements or notes thereto.

(b) Reports on Form 8-K:
Reports on Form 8-K filed since September 30, 2000, are as follows:
None.

(c)  Exhibits:

Included in Appendix B to this report.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, TXU
Corp. has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

TXU CORP.

Date: March 9, 2001

By: /s/____ERLENYE
(Erle Nye, Chairman of the Board and
Chief Executive)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of TXU Corp. and in the capacities and on the date indicated.

Signature Title Date
/s/ ERLE NYE Principal Executive
(Erle Nye, Chairman of the Board and Chief Executive) Officer and Director
/s/ MICHAEL J. McNALLY Principal Financial Officer

(Michael J. McNally, Executive Vice President and Chief
Financial Officer)

/s/ BIGGS C. PORTER Principal Accounting Officer
(Biggs C. Porter, Controller and Principal Accounting Officer)

/s/ DEREK C. BONHAM Director
(Derek C. Bonham)

/s/ J. S. FARRINGTON Director
(J. S. Farrington)

/s/ WILLIAM M. GRIFFIN Director March 9, 2001
(William M. Griffin)

/s/ KERNEY LADAY Director
(Kerney Laday)
/s/ MARGARET N. MAXEY Director

(Margaret N. Maxey)

/s/ JAMES A. MIDDLETON Director
(James A. Middleton)

/s/ J. E. OESTERREICHER Director
(J. E. Oesterreicher)

/s/ CHARLES R. PERRY Director
(Charles R. Perry)

/s/ HERBERT H. RICHARDSON Director
(Herbert H. Richardson)
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Appendix A

TXU CORP. AND SUBSIDIARIES

INDEX TO FINANCIAL INFORMATION

December 31,2000
Page
Selected Financial Data - Consolidated Financial and Operating Statistics...........ccoeevevererennene. A-2
Management’s Discussion and Analysis of Financial Condition and Results of Operations...... A-4
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Independent Auditors’ REPOTTS .........ccoiiiiiiiiiiniiiiiiici s A-30
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Statements of Consolidated INCOME............c.coeirviniiiniiiiniiiiii A-32
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TXU CORP. AND SUBSIDIARIES
SELECTED FINANCIAL DATA
CONSOLIDATED FINANCIAL STATISTICS

Year Ended December 31,
2000 1999 1998 1997 1996
(Millions of US Dollars, except ratios)
Total assets — end Of YEAr ...........ocveveviivieeiiieieieieeeeeee e $44,990 $40,898 $39,507 $24.864 $21,376
Property, plant & equipment — net — end of year...............ccccceueeee. $23,301 $23,640 $22,867 $18,571 $17,598
Capital eXpenditures............ocveeveirueieenieeieeeeeee e 1,382 1,632 1,168 583 433

Capitalization — end of year
Long-term debt, less amounts due currently..............c.cccevrvreunnen. $15,281 $16,325 $15,134 $8,759 $8,668
Mandatorily redeemable, preferred securities of subsidiary
trusts, each holding solely junior subordinated debentures
of the obligated company (trust securities):

TXU Corp. obligated........c.ccovveueuniivinicreicciricsececnnes 368 368 223 - -
Subsidiary obligated..............ocovririeninciiececene 976 971 969 875 381
Preferred securities of subsidiary perpetual
trust Of TXU EUrOpe .......ccvcvveviieiieiieieeietceie e 150 — — — —
Preferred stock of subsidiaries:
Subject to mandatory redemption..................... 21 21 21 21 238
Not subject to mandatory redemption 190 190 190 304 465
Common stock repurchasable under equity forward contracts....... 190 —_ — — —
Preference StoCK...........cooeveieiiiiiiieeeereeeee e 300 — — — —
Common StOCK EQUILY ......c.ceceuiiiiiieeeeieeeeneeeeeeece e 7.476 8334 8.246 6.843 6,033
TOtal .. $24.952 $26.209 $24.783 $16.802 $15.785
Capitalization ratios — end of year (a)
Long-term debt, less amounts due currently............cc.ccoeeerreeencnne 61.2% 62.3% 61.1% 52.1% 54.9%
Trust SECUrities. .........ooeveriverciininciicn, 6.0 5.1 4.8 52 24
Preferred stock of subsidiaries 8 8 8 2.0 4.5
Common stock repurchasable under equity forward contracts....... 8 — — — —
Preference StoCK..........ooveieerenieinieriiiiccccc 1.2 — — — —
Common SOCK EQUILY .....c...oveviirieiiiriiieieereeecetee e 30.0 31.8 333 40.7 38.
TOtAl....oiiei e 100.0% 100.0% 100.0% 100.0% I_L_.O%
Embedded interest cost on long-term debt — end of year .................. 7.1% 7.0% 7.7% 7.9% 8.1%
Embedded distribution cost on trust securities — end of year ............ 8.1% 7.1% 8.0% 8.3% 8.7%
Embedded dividend cost on preferred stock of subsidiaries —
end Of YEar (D) ....ooviviviiiciiiicicecc s 7.0% 8.4% 9.4% 9.2% 7.5%
Net income available for common stock $904 $985 $740 $660 $754
Dividends declared on common StOCK..........ccvcreremieeinieerernccrreiiennne $625 $647 $597 $496 $456
Common stock data
Shares outstanding — average (millions).............cccoccoviiininn. 264 279 265 231 225
Shares outstanding — end of year (millions) .......c..c.ccccoeenecnenne 258 276 282 245 225
Basic earnings per share .............c.cccocevevevennne $3.43 $3.53 $2.79 $2.86 $3.35
Diluted earnings per share...... $3.43 $3.53 $2.79 $2.85 $3.35
Dividends declared per share $2.400 $2.325 $2.225 $2.125 $2.025
Book value per share — end of year ..........cccoovcvvvvierniccinccnnenne. $28.97 $30.15 $29.21 $27.90 $26.86
Return on average common Stock €quity ..........ooeeeieinreiccnenne. 11.4% 11.9% 9.8% 10.3% 12.8%
Ratio of earnings to fixed charges ............coeeevivreienieieceenennn. 1.74 1.87 1.84 2.14 2.18
Ratio of earnings to fixed charges and preference dividends............... 1.72 1.87 1.84 2.14 2.18

(a) Including the effect of restricted cash pledged against future lease obligations that is included in other investments (See Note 16 to Financial
Statements), the capitalization ratios at December 31, 2000 consisted of 59.6% long-term debt, 6.2% trust securities .9% preferred stock, .8%
common stock repurchasable under equity forward contracts, 1.3% preference stock and 31.2% common stock equity.

(b) Includes the unamortized balance of the loss on reacquired preferred stock and associated amortization. The embedded dividend cost excluding
the effects of the loss on reacquired preferred stock is 6.2% for 2000, 6.2% for 1999, 5.9% for 1998, 6.6% for 1997 and 6.8% for 1996.

Financial and operating statistics include the operations of companies during their period of ownership.

Certain previously reported financial statistics have been reclassified to conform to current classifications.



TXU CORP. AND SUBSIDIARIES
CONSOLIDATED OPERATING STATISTICS

Year Ended December 31,

2000 1999 1998 1997 1996
Sales volumes
Electric (gigawatt hours-GWh)
Residential 58,643 54,881 47,593 36,377 35,855
Commercial and industrial 90,005 84,234 79,786 61,337 59,863
(01115 S 3,251 3.366 4,261 4,499 4,626
Total electric 151,899 142,481 131,640 102,213 100,344
Gas (billion cubic feet - Bef)
ReSIdential.........c.ccoeiiiineiniiiieeeeeese e 161 136 98 33 -
Commercial and industrial ..........c.cccooovvvereirnernrreee e 156 158 104 24 -
Pipeline transportation (BCf).......c.coevviririeeiiiniiieiccireeeeeere e 601 551 599 255 -
US energy
GAS (BCE) ottt 1,242 1,102 1,115 292 -
Electric (GWHh) ....ocuiieiriiicieciereeietsecie et senas 21,917 6,544 16,268 - -
Europe wholesale energy sales
GAS (BCE) vttt nas 1,000 447 148 - -
EL€Ctric (GWh) ...ttt 100,132 78,950 51,060 - -
Operating revenues (millions)
Electric
RESIAENtIAL.........cureiiieieiiic et $3,977 $3,938 $3,239 $2,248 $2,252
Commercial and industrial .............ccocoovviviiiiiniinieceeeeereeee e 3,788 3,802 3,543 2,357 2,370
Other electric UtilIties ... ....c.covuruevirineeirrcc e 125 105 121 139 146
US fuel (including over/under-recovered).. 2,756 1,688 1,788 1,696 1,671
TranSmiSSiON SEIVICE .........ccvrvrererererreriririeieieierrireenieseneesiesessssssnsesnens 168 148 126 114 -
Other.........cooevvvirieieieieieiennns 628 729 465 108 112
SUbLOtal ... 11,442 10,410 9,282 6,662 6,551
Earnings in excess of earnings cap.. (310) 92) — — —
TOtal €IECHIIC ... 11,132 10318 9,282 6,662 6,551
Gas
Residential...........ccccoeuenenene 1,021 787 572 206 -
Commercial and industrial 637 540 370 124 —
TOUAL S ....vcvevivrieieieieieietetetetet ettt ettt ses s e e ss s seseseses 1,658 1,327 942 330 —
Pipeline transportation ...........c.ccceeueueirinireeiieie et 123 116 121 57 -
US energy.....occeevvevevenrenveeneneene ettt nes 5,508 3,072 3,225 859 -
Europe wholesale energy sales..........ccccoveueeririnieieeinninienecennieencenenes 3,318 2,168 1,199 - -
Other revenues, net of intercompany eliminations 270 117 33 38 —
Total OPerating rEVENUES ...........covevveeeeeereerieieresereesissesssessesesssessssenens $22.009 $17.118 $14,736 $7.946 $ 6,551
Customers (end of year — in thousands)
ELECIIC ...ttt sttt seseees 7,547 6,054 6,255 2,972 2,913
GBS oottt ettt bttt bbbt et a et ettt s sen 2,984 2,622 2,156 1,355 -

Financial and operating statistics include the operations of companies during their period of ownership.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

BUSINESS

In May 2000, Texas Utilities Company changed its corporate name to TXU Corp. TXU Corp. is a Texas
corporation which was formed in 1997 as a holding company. TXU Corp. is the successor to TXU Energy
Industries Company, the holding company for the TXU system prior to the August 5, 1997 acquisition of TXU
Gas Company. TXU Energy Industries Company was organized in 1945 as Texas Utilities Company.

TXU Corp. engages in the generation, purchase, transmission, distribution and sale of electricity; the
purchase, transmission, distribution and sale of natural gas; and energy marketing, energy services,
telecommunications and other businesses. TXU Corp. is a multinational energy services company and one of
the largest energy services companies in the world with more than $22 billion in revenue and $45 billion of
assets. TXU Corp. has 30,000 megawatts of power generation and sells 270 terawatt hours of electricity and 2
trillion cubic feet of natural gas annually. TXU Corp. delivers or sells energy to approximately 11 million
customers primarily in the United States (US), Europe and Australia.

TXU Corp.’s five reportable operating segments are either strategic business units that offer different
products and services or are geographically integrated. They are managed separately because each business
requires different marketing strategies or is in a different geographic area.

(1) US Electric — operations involving the generation, purchase, transmission, distribution and sale of
electric energy in the north central, eastern and western portions of Texas (primarily TXU Electric Company
(TXU Electric), TXU SESCO Company (TXU SESCO), TXU Fuel Company (TXU Fuel) and TXU Mining
Company (TXU Mining) operations);

(2) US Gas — operations involving the purchase, transmission, distribution and sale of natural gas in Texas
(primarily TXU Lone Star Pipeline and TXU Gas Distribution, divisions of TXU Gas Company);

(3) US Energy - operations involving purchasing and selling natural gas and electricity and providing risk
management and retail energy services for the energy industry throughout the US and parts of Canada (primarily
TXU Energy Trading Company (TXU Energy Trading) and TXU Energy Services Company (TXU Energy
Services) operations);

(4) Europe - operations involving the generation, purchase, distribution, marketing and sale of electricity;
the purchase and sale of natural gas; and energy merchant trading; within the UK but increasingly throughout
the rest of Europe (primarily TXU Europe Group plc.)

(5) Australia - operations involving the generation, purchase, distribution, trading and retailing of
electricity and the retailing, storage and distribution of natural gas, primarily in the States of Victoria and South
Australia (primarily TXU Australia Holdings (Partnership) Limited Partnership (TXU Australia) operations);
and

Other - non-segment operations consisting of telecommunications and other activities.

Certain comparisons in this report have been affected by TXU Europe’s acquisition of Norweb Energi in
August 2000, TXU Australia’s acquisition of Optima Energy Pty Ltd. (Optima) in May 2000, the February 1999
acquisition of the gas retail business of TXU Pty. Ltd. and the gas distribution business of TXU Networks (Gas)
Pty. Ltd. (together, TXU Australia Gas) in Australia and the May 1998 acquisition of The Energy Group PLC
(TEG), the former holding company of TXU Europe. These acquisitions were accounted for as purchase
business combinations. The results of operations of each acquired company are included in the consolidated
financial statements of TXU Corp. only for the periods subsequent to their respective dates of acquisition. (See
Note 15 to financial statements for information concerning reportable segments.)
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The following exchange rates have been used to convert foreign currency denominated amounts into US
dollars, unless they were determined using exchange rates on the date of a specific event:

Income Statement

Balance Sheet (average for period)
(at December 31,) ended December 31,)
2000 1999 2000 1999 1998
UK pounds sterling (£) $1.4935 $1.6165 $1.5164 $1.6214 $1.6616
Australian dollars (A$) $0.5599  $0.6507 $0.5824 $0.6432 $0.6313
Euro (€) $0.9421  $1.0048 $0.9250 $1.0668 N/A
RESULTS OF OPERATIONS

OVERVIEW
2000 versus 1999

Earnings for 2000 reflect strong contributions from the US Electric, US Gas and Europe segments,
partially offset by results of the US Energy segment and the reduction in the relative value of the pound sterling.
Results for 2000 include a full year of operations of TXU Australia Gas and operations of Optima and Norweb
Energi from their acquisition dates in May and August 2000, respectively, while the 1999 results included
operations of TXU Australia Gas from its February 1999 acquisition date. Results for 2000 also benefited from
the sale of TXU Processing assets, the metering business in Europe and other sales of non-strategic investments
and assets during the year, and from the favorable resolution of certain regulatory matters. Offsetting these
benefits were restructuring charges recorded in Europe, primarily associated with the establishment of the
24seven joint venture and bid-related costs associated with the intended offer for Hidroélectrica del Cantabrico,

SA (Hidrocantabrico). Year to year comparisons of earnings per share benefited from the repurchase of
approximately 18.6 million and 6.1 million shares of TXU Corp. common stock in 2000 and 1999, respectively.

Net income available for common stock for 2000 was $904 million ($3.43 per share) compared with $985
million ($3.53 per share) for 1999. Results for 2000 include after-tax gains of $34 million on the sale of
substantially all of the assets of TXU Processing, $31 million on the sale of the metering business in Europe, $21
million on the sale of TXU Europe’s investment in the Czech utility, Severomoravska energetika, a.s. (SME),
$18 million on the sale of land of TXU Electric and $49 million on the sale of other non-strategic investments
and assets. Offsetting these gains were $85 million after-tax restructuring charges recorded in Europe, primarily
associated with the establishment of the 24seven joint venture and $11 million of bid-related costs associated
with the intended offer for Hidrocantabrico. Results for 1999 included a $145 million after-tax gain from the
sale of the 20% interest in PrimeCo Personal Communications LP (PrimeCo), a $31 million after-tax charge
for a fuel reconciliation settlement, and charges totaling $17 million after-tax in Australia primarily for
integration and acquisition-related costs.

US Electric results for the year reflect continued strong revenue and customer growth, asset sales and
significant mitigation of stranded costs. The US Gas segment results showed strong improvement, primarily as a
result of increased margin due to rate relief granted, significantly increased volumes distributed in response to
colder winter weather, growth and cost reduc<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>